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Twenty Years Completed 


Twenty years is not a great age 

for an accountants’ magazine. 

Nevertheless, the fact that this 
issue marks the completion of twenty 
years’ publication of The Australian 
Accountant should not be left unre- 
marked. 

It is appropriate that this month we 
are able to publish an article by Pro- 
fessor Sir Alexander Fitzgerald, who 
acted as Editor and Editor-in-Chief of 
the journal from its first issue in Feb- 
ruary, 1936, until just over a year ago. 
The combination of editor and writer 
is more uncommon than might be ex- 
pected, and in this dual capacity Sir 
Alexander Fitzgerald made an out- 
standing contribution to Australian ac- 
counting literature. 


There are others who have played 
their parts in the journal’s history: 
Mr. J. A. L. Gunn, whose resignation as 
Associate and Taxation Editor was an- 
nounced a few months ago, after he 
had served on the editorial staff since 
our first number appeared; the late 
Mr. O. R. MacDonald, who acted as 
Assistant Editor and Students’ Editor 
for many years; and Mr. A. McB. Fair- 
foul, last Editor of The Federal Ac- 
countant, who became Editor of this 
journal when the Australian Society 
of Accountants was formed, and who 
continued in that office until early last 
year. These men all served in a part- 
time capacity, a fact whose signifi- 
fance will be appreciated by anyone 
Who has undertaken the task of editing 
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a monthly publication of this size. We 
are indebted to them, and to others 
who helped them, for having laid such 
a firm foundation for the next twenty 
years. 

It is largely coincidence that, at this 
time in its history, several changes 
have been made in the journal’s ap- 
pearance. Problems of cost and of 
production, which came with the war, 
are still with us and are not easy to 
overcome. However, it is the aim of 
your editors and publishers to adopt 
every practical means of improving the 
journal, both in appearance and con- 
tent. In attempting to do this, we 
look to our readers for help. 

One of the distinguishing features 
of a profession is that its members as- 
sist each other in every possible way, 
and the professional magazine provides 
one medium through which this can be 
done. We do not doubt that there are 
many readers whose ideas and experi- 
ences in accounting would be of gen- 
eral interest, or whose solutions to 
problems they have met in practice 
would be of help to others. The im- 
mediate and tangible reward for writ- 
ing an article and having it published 
is not large, but few would be so 
cynical as to deny that there are intan- 
gible rewards of greater value. 

We conclude with a less exacting re- 
quest: write and tell us how you like 
the journal. Your comments and sug- 
gestions will help us to plan for the 
future. 
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With this issue, those respons- a separate item “provision made for 7 
ible for producing The Austra- payment of income tax in respect of 5 
lian Accountant have made some the year ending on the date to which 
modest changes in its appearance the account is made up.” (In the origi- to 
and content. We hope that you approve nal Bill this item was required to be dis- va 
of them. This new feature, “Monthly closed in the balance sheet.) cu 
Review of Current Events”, is an ex- Other amendments are dealt with on J be 
panded version of “In Brief”, and page 4 of this issue. an 
Gordon Bruns who previously wrote th 
Bo ar " — cone International practice zo 
0 onthly Review”. In this column : 0 
we plan to report all major happenings Senator Alexander Wiley, in a recent yd 
f interest to th fessi statement before the U.S. Senate, said 
ee that American businesses must be al- " 
hei ccountants : 
Company legislation in ie wanie ps! pvurciatnvebamnaa In 
The New Zealand Parliament passed according to a recent issue of The ’ 
a new Companies Act in October. It Journal of Accountancy. yee 
is the Companies Act 1955, and replaces “There has been too much of a ten- | Tul 
the Companies Act 1933. The new Act, dency for some foreign countries to im- § ties 
which is modelled on the U.K. Act of pose nuisance restrictions on the right § at - 
aa will come into force on 1 January, 6¢ foreign national accountants to prac- wv 
ti tise within their boundaries. I believe — whi 
Victoria’s amending Companies Bill that treaties guaranteeing such rights dur 
has passed both Houses, has been as- on a reciprocal basis are indispensable to 
sented to, and comes into force on 1 to expansion of United States invest- Sen 
February, 1956. Certain amendments ments overseas, and that the super- 4t9 
were made to the Bill as reported in nationalist type of restrictions to which § Yea 
our November issue (pp. 481-2). I have referred are contrary to sound § [ais 
The original Bill defined the expres- international economic relations,” Sena- 195: 
sion “items of an abnormal character” tor Wiley said. =. 
(s.123(5) of the principal Act) as in- 
cluding inter alia “any substantial in- Stock Exchange takes another step § tern 
crease or decrease in the value of trad- forward y 
ing stock owing to revaluation”. The Following a number of progressive ew 
amending Act, as passed, now substi- moves recently to meet the changing § Tl 
tutes the expression “any substantial times, the Stock Exchange of Mel § ings 
increase or decrease in the value of bourne produced an annual report for para 
trading stock owing to a change in the the press last year, providing a signifi § year 
basis of valuation”. The effect is that, cant survey of the twelve months to tle § were 
where a company’s disclosed profit is end of September. in 1¢ 
affected by a change in the basis of  Qne of the very interesting features, § ™ 19 
valuation of trading stock, this fact :oviding figures not previously re § "ei 
will have to be referred to in the direc- jeased, was the report of the year’s a, 
tors’ report accompanying the pub- turnover. Total turnover in equity § 10” 
lished balance sheet. securities, i.e., rights, shares and stock — 
The published profit and loss ac- units, was about the same as in the Pokey 
count will now be required to show as_ previous year at 45 million units. But 
The A 
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within this steady total was a 35% 
fall in mining and unofficial turnover 
to 13 million units, which was balanced 
by a 29% rise in ordinary listed shares 
and rights. The decline in mining was 
not surprising, sinee the high hopes and 
activity, which accompanied the earlier 
periods of oil and uranium trading, 
_ somewhat dampened during 1954- 


Rather surprising is the 17% decline 
to 66 million units (i.e. £66m. face 
value) in turnover of fixed interest se- 
curities (bonds, semi-government de- 
bentures, company debentures, notes 
and preference shares.) The decline in 
this category was almost entirely in the 
government bond section, as turnovers 
of the other fixed interest categories 
showed only slight variations. As a 
result, total turnover on the Exchange 
at 111 million units was 11% lower than 
in the previous twelve months. 


The trend of interest rates over the 
year is shown by the review of rates 
ruling on various categories of securi- 
ties. Government bonds have remained 
at 45% for the longer terms since Sep- 
tember 1953, but in short term bonds, 
while effective yields were 34% to 34% 
during 1954-55, the term was shortened 
to twelve months in August 1955. 
Semi-government loans remained at 
48%, with terms of seven to twenty 
years. Company debentures were 
raised at rates from 54% to 7% in 
1954-55, compared with 5% to 54% in 
the previous year. Notes were issued 
bearing interest of 6% to 7%, and over 
terms of three to ten years. 


New Listings 

_ The figures of the value of new list- 
ings are interesting, as they are com- 
parable with those for the 1951 boom 
year. During 1955, 81 new companies 
were admitted to the Official List (84 
in 1951) including 29 mining (only two 
in 1951). These newly listed companies 
received quotation for securities to a 
nominal value of £39 million (£50 mil- 
lion in 1951). Since the list has been 
growing rapidly since 1951, it is not 
surprising that new listings by com- 
panies previously admitted to the list 
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were higher in 1955 at £79 million than 
in 1951 (£63 million). 

Thus the total new listings in 1955 
had a nominal value of £118 million 
against £113 million in the previous 
record year of 1951. In the five years 
1951 to 1955, 315 new companies have 
been admitted, with £159 million of 
securities while existing companies 
have added £261 million of securities to 
their listed capital. At September 30, 
the official list contained 843 companies 
(including 151 mining companies), and 
1,637 different lines of securities were 
quoted, representing nominal capital of 
£3,715 million. 

The Stock Exchange reports the in- 
troduction during the year of a stan- 
dard removal form. This was in con- 
nexion with the amendment to the rules 
permitting delivery to be made when 
securities were registered on an inter- 
state register. The form facilitates re- 
moval of securities from one register 
to another, and has been well received 
by listed companies, and supplied to 
interstate exchanges. 

Another achievement reported is 
that, following adoption by the As- 
sociated Stock Exchanges, a proposal 
is being implemented to introduce re- 
nouncable allotment letters for com- 
panies making new issues. Standard 
forms are being prepared for this pur- 


pose. 


A Melbourne “ticker” 

The Exchange also reports that from 
this month, teleprinter services will 
convey market quotations and other 
information from the Exchange to 
members’ offices. So Melbourne will 
have its own kind of “ticker tape” in 
1956. 


Examinations 

Examinations present a considerable 
problem in organisation for the Society. 
At the October sittings, there were 257 
examination centres all told. Within 
Australia, papers had to be despatched 
and returned over thousands of miles, 
from Carnarvon in the west to Bris- 
bane in the east, from Darwin in the 
north to Hobart in the south. Apart 
from this, Society examinations were 
held in England, Scotland, New Zea- 
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land, New Guinea, Fiji, Singapore, 
Malaya, Hong Kong, Indonesia, Pakis- 
tan, Japan, Seychelles, and Ocean Is- 
land; as well as aboard s.s. Himalaya 
and H.M.A.S. Quadrant, both at sea. 


Institute office-bearers 

Mr. K. N. Stonier of Melbourne has 
been re-elected President of the Insti- 
tute of Chartered Accountants in Aus- 
tralia. Messrs. R. A. Irish of Sydney 
and J. W. Peden of Brisbane have been 
re-elected Vice-Presidents. The Chair- 
men of the Institute’s State Councils 
for 1955-56 are: Messrs. C. R. Kely- 
nack (N.S.W.), W. R. Hartland (Qld.), 
L. T. Ewens (S.A.), L. L. Hibbard 
(Tas.), G. C. Tootell (Vic.) and H. C. 
Stewart (W.A.). 


“Accountant” air mail edition 

The English weekly, The Accountant, 
is now publishing an air mail edition. 
The annual subscription is £stg.6/15/- 
posted. Copies are delivered in Aus- 
tralia about five days after publication 
in London. 


Board of review decisions 

Some illuminating statistics on the 
activities of the Taxation Boards of 
Review are contained in the thirty- 
fourth report of the Commissioner of 
Taxation. The following figures have 
been summarised from Tables 17 and 
18 in that report. 


Income Tax Cases 1953-54 
Cases not decided at 30 June, 1953 
Additional cases for reference in 
1953-54 


1,248 
1,008 


2,256 

Cases withdrawn, settled, ete. .... 
Decisions given by Boards " 
783 


1,473 


Cases not decided at 30 June, 1954 


Of the 1,473 cases not decided at 30 
June, 1954, 1,265 were awaiting trans- 
mission to the Boards. There is no 
reason to believe that the volume of 


cases referred to the Boards will dimi- 
nish in future, and it does not seem 
unreasonable to suggest that considera- 
tion might now be given to establishing 
one or more additional Boards to enable 
the backlog of work to be overtaken. 


Victorian Companies Act amendment 


The amending Victorian Companies 
Act (see above), makes important al- 
terations to ss. 108 and 144 of the prin- 
cipal Act, the effects of which are:— 


1. On 1 February, 1956, every exist- 
ing company must cause to be in- 
scribed in its register of directors 
and managers the name, etc., of its 
secretary. 

. Not later than 30 April, 1956, each 
existing company must file a re- 
turn of directors and _ secretary 
(Form 45) containing (in addition 
to the usual particulars as to 
directors) the name, etc., of its 
secretary, with the word “(Secre- 
tary)” after the name, and show- 
ing also the date of the secretary’s 
appointment. Companies formed on 
and after 1 February, 1956, must 
file this document within twenty- 
one days after incorporation. It is 
understood that the Registrar-Gen- 
eral will not require the form to be 
filed by an existing company which 
has included particulars of its sec- 
retary in a previous return. 


. In annual returns filed on and after 
1 February, 1956, particulars of the 
secretary must be shown in addi- 
tion to particulars of the directors, 
and the word “(Secretary)” must 
be written after his name. 

. Upon the appointment of a director 
on and after 1 February, 1956, his 
written consent to his appointment 
must be recorded in the register of 
directors. (This need not be done, 
however, for directors appointed be- 
fore 1 February, 1956). 


The Australian Accountant, January, 1956. 





na 2 OF Om meee wD _— 


~-O Om os 


RECENT LEGAL DECISIONS 


Telex contract 

Telex is a sort of individual “ticker 
tape,” operating between two sub- 
scribers only. It can be, and in Eng- 
land and several continental countries 
is, operated in connexion with the tele- 
phone service. In this system, when 
one subscriber calls another and the 
two machines are connected, typing on 
one machine is automatically and in- 
stantaneously reproduced on the other. 

In Entores Ltd. v. Miles Far East 
Corporation, (1955) 3 W.L.R. 48, the 
plaintiffs in London received a Telex 
communication from defendants in 
Amsterdam offering 400 tons of Japan- 
ese cathodes. Various communica- 
tions followed, all by Telex, and finally, 
so it was alleged, plaintiffs agreed to 
buy 100 tons for £239 10s. per long 
ton. The contract having been broken, 
plaintiffs wanted to sue on it in Eng- 
land and the question arose, where was 
the contract made. The concluding 
stage in the negotiations was that 
plaintiffs, in London, sent a final query 
as to prices from their machine in 
London to defendant’s machine in 
Amsterdam, and received a confirma- 
tion by the same route, viz., from Am- 
sterdam to London. 

The Court held that when there is a 
communication by telephone or other 
instantaneous mechanical means the 
contract is complete when and where 
the final message is received. 

The rule as to posted contracts is 
clearly settled—that the contract is 
made when and where the letter of ac- 
ceptance is posted. This has always 
seemed to me to be illogical as it is 
fundamental that an acceptance must 
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Telex contract; duty of 

banker; insurable interest 

in wife’s house; control of 
debenture holders. 


E. H. COGHILL, LL.M. 


be communicated, and 1 was interested 
to notice in this case that it is stated 
not to be the accepted rule on the Con- 
tinent. The Court distinguished the 
postal contract cases to its own satis- 
faction, but clearly, as a matter of 
logic, the two situations should be gov- 
erned by the same rule. 

However I fear it is too much to 
hope that the postal cases will be over- 
ruled at this late hour, so these two 
different rules will probably survive 
for generations. 


Duty of banker 

Baker v. Barclay’s Bank (1955) 2 
A.E.R. 571, seems very hard on the col- 
lecting bank. I wonder if readers 
agree? 

In that case Messrs. Baker and Bain- 
bridge carried on business as “Modern 
Confections” buying biscuits, dipping 
them in chocolate, and selling them. 
They had two establishments, each 
managed by one of the partners, at 
Hinchley and Nuneaton. The bank ac- 
count was Hinchley, where plaintiff, 
Baker, was in charge, and though each 
of them had authority to endorse 
cheques, it was usual for plaintiff to 
send out accounts and for both to en- 
dorse cheques. 

However, in 1951, Mr. Bainbridge 
went wrong and started sending out 
accounts in his own name. When the 
cheques came back in that name, for 
some reason or other he did not pay 
them into his own account, but made 
other arrangements. A friend of his, 
Mr. J. Jeffcott, had several accounts 
with the defendant bank, one of which 
had been lying dormant for some time 
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with 5s. 6d. in it. Into this account 
Mr. Jeffcott paid the cheques, payable 
to Mr. Bainbridge and duly endorsed 
“G. Bainbridge’ and “J. Jeffcott’. 
These were accepted by the bank with- 
out question, but when a cheque pay- 
able to “Modern Confections” and en- 
dorsed “Modern Confections per G. 
Bainbridge” came in, the bank man- 
ager decided he had better make some 
enquiries. Accordingly he called in 
Mr. Jeffcott. Jeffcott told him that 
Bainbridge owned “Modern Confec- 
tions”, that he needed financial help 
and owed Jeffcott a substantial sum, 
and that he (Jeffcott) was assisting 
him financially and was considering 
going into partnership. So_ these 
transactions continued, and in the next 
month about £3000 passed through the 
account. 


Then the crash came, and Mr. Baker 
wanted to know what had happened to 
his share of the takings for the Nun- 
eaton branch of the firm. These pro- 
ceedings duly followed. 


The Court held that where one part- 
ner and a stranger together deal 
wrongfully with partnership property, 
the other partner can sue for the dam- 
age caused to him without joining the 
wrongdoer as plaintiff. It certainly 
seems common sense that he need not 
join him as a plaintiff, when the sole 
result of so joining him must be that 
the action will fail, for the simple 
reason that the conduct complained of 
was authorised (and indeed insti- 
gated) by one of the plaintiffs. How- 
ever if there is any doubt as to the 
rights of the various parties, it seems 
only reasonable that he should be 
joined as a defendant if necessary, 
and I do not understand this case to 
decide differently. 


That point disposed of, what next? 
The bank had dealt with a number of 
cheques of which plaintiff was part 
owner in a manner not authorised by 
him. Therefore, unless it had some 
excuse, it was liable in damages to him. 
The defences raised were two, firstly 
that the bank was a holder in due 
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course, and secondly that it had re- 
ceived payment for a customer of 
crossed cheques in good faith and 
without negligence. 


As to these defences, the bank could 
only be a “holder in due course” if 
value was given for the cheques and on 
Jeffcott’s own explanation value had 
not been given. Bainbridge was only 
using Jeffcott’s account for his con- 
venience. But does not this overlook 
the point that the bank itself gave 
value by allowing Jeffcott to draw on 
this account? The report mentions 
that there was no agreement that he 
could draw before collection, but what 
of it? I may be wrong, but I think 
value given in good faith before action 
brought is sufficient, even if not given 
before collection. 


The other defence failed for the 
reason that the bank manager, when 
told that Bainbridge was (in effect) 
using Jeffcott’s account for his own 
convenience, should have smelt a rat. 
The most likely rat was that Jeffcott 
was swindling Bainbridge, but some- 
thing was certainly wrong and if he 
had been alert he would have made en- 
quiries and perhaps have hit on the 
truth. To go on as he did was negli- 
gent, and therefore this defence failed 
too, and the bank had to pay. 


Insurable interest in wife’s house 
When insuring property, it is won- 
derful how many ridiculous errors can 
be made by proponents. Doyle v. 
Antigonish Farmers Insurance Co. 
(1955) 2 D.L.R. 300, is an example. 


In that case in 1949 a husband 
signed a proposal for the insurance of 
a house answering “Yes” to the ques- 
tion “Are you the owner of the build- 
ing and of the ground on which it 
stands?” In fact it was, and had been 
for many years, the property of his 
wife and of her uncle before her. In 
1951 the house was sold, the contract 
providing for payment by instalments, 
and shortly afterwards he incre 
his insurance by taking out a further 
policy with another company. Later 
a fire took place and both companies 
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RECENT LEGAL DECISIONS 
These proceedings fol- 


repudiated. 
lowed. 


Now it is clear as anything can be, 
that a policy of fire insurance is not a 
gamble. The insured can recover only 
if he had an insurable interest in the 
property. It is well established that 
if a person has an insurable interest 
it is proper for him to insure the pro- 
perty for its full value whether he ex- 
pressly does so on behalf of all con- 
cerned or not, and that he can recover 
the full amount of the loss from the in- 
surance company, the subsequent ad- 
justment of interests being no concern 
of the company. However, there seems 
no reason in law why a false statement 
on this question of ownership should 
not have the same result as any other 
false statement by the insured. 


It seems reasonably clear also, though 
the only cases on the point are old and 
not from Courts of Appeal, that a hus- 
band, living with his wife, has a suf- 
ficient interest in the matrimonial 
home and the articles used therein to 
give him an insurable interest, so as 
to the first of the policies we are con- 
sidering, and apart from the question 
of falsehood in the proposal, the hus- 
band was entitled to insure for the 
full value. However, the insurable in- 
terest must exist at the date of the loss, 
and at that time the parties were not 
living in the house, and the husband 
had no right to receive the purchase 
price or any part of it. 

This seemed to rule him out and the 
report concentrates on the question, 
whether the fact that if she did not 
leave a will he would inherit the pro- 
perty from his wife, under the Nova 
Scotia law of Intestate Succession, 
was sufficient to give him an insurable 
interest. The Supreme Court of Nova 
Scotia, on appeal, held that it did not. 
It was merely a hope or expectation, 
not an existing interest. He was not 
entitled to any share in the property at 
all, and it would not be known until 
the instant of his wife’s death whether 
he ever would be so entitled, for so 
long as she was living she might make 
a will dealing with it as she saw fit. 
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This line of thought also disposed of 
the further suggestion that he might, 
with his wife, enjoy the fruits of this 
transaction, either by spending the 
purchase price or by re-investing it in 
some other property. This was even 
more speculative and nebulous than the 
other. The Court therefore held that 
he had no insurable interest at the time 
of the loss and the action failed. 


It was suggested that he must be 
taken to have insured as agent for his 
wife, and she was joined as plaintiff. 
To that, the obvious answer was that 
he had purported to insure on his own 
behalf as being himself the owner, and 
it is clear that, even in those cases 
where an undisclosed principal can 
come in and take over his agent’s in- 
surance contracts, he must do so before 
the loss. 


As to the second policy, here the hus- 
band had no insurable interest even 
when the contract was entered into, so 
it was an even weaker case, and failed 
like the other. 


Control of debenture holders 


By the (U.K.) Companies Act 1948, 
s. 333, if in the course of a winding 
up it appears that any “director man- 
ager or liquidator or any officer of the 
company” has misapplied the assets of 
the company or been guilty of misfea- 
sance, the Court may examine into his 
conduct and deal with him accordingly. 
Similar provisions appear in the vari- 
ous Australian Acts. 


In Re B. Johnson and Co., (1955) 
3 W.L.R. 269, the company, with a 
capital of £1,000, embarked in the in- 
itial post-war years on a career of 
speculative building, being financed by 
Barclay’s Bank who held a floating 
charge over its assets. In 1947 it 
owed the Bank £29,000. Not un- 
naturally the bank did not see why it 
should continue a course which meant 
that if things went well the company 
prospered but if they went wrong the 
bank lost. Accordingly it put in a 
receiver under its debenture who 
promptly shut down the company’s ac- 
tivities, selling its uncompleted houses 
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as they stood without attempting to 
complete them. Soon afterwards the 
company was put into liquidation, and 
in 1949 the receiver was discharged. 


By proceedings commenced in De- 
cember, 1953, the principal shareholder 
brought proceedings against the re- 
ceiver and the liquidator claiming that 
they had “deliberately and wrongfully” 
put an end to the operations of the 
company, and claiming that they should 
account to the company for the loss 
thereby suffered. 


The first point made by these two 
gentlemen, and accepted by the Court, 
was that this was not the sort of thing 
the section was aimed at. It did not 
create a new right in the shareholders 
to “pot” the liquidator or receiver if 
he made a mistake, but was only in- 
tended to give the Court power to use 


the more expeditious procedure created 
by the section to enforce against direc- 
tors, etc., rights already existing. And 
no such rights existed in this case. 

With regard to the receiver, the 
Court accepted another argument also. 
The section, it held, is only intended to 
give a prompt and effective procedure 
for enforcing claims by the company 
against its own officials, not against 
outsiders. A debenture holder is op- 
posed to the company. He is there to 
look after himself, not to look after 
the company; and while he must be 
honest, of course, he is not an agent 
of the company, nor is the receiver 
whom he appoints. Therefore the re- 
ceiver is not a “manager or officer of 
the company” and the section does not 
apply to him. 

For these reasons the Court dis- 
charged the summons, both as against 
the liquidator and the receiver. 





CURRENT PROBLEMS 


discussed in overseas journals 


Owing to the need for this issue to go to press 
several weeks earlier than usual, the abstracts of 
articles in oversea journals could not be prepared 


in time for publication this month. 


“Current Prob- 


lems” will be resumed in our next issue. 
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FIDDLING WITH 
AND PENCE 


Once upon a time, a venturesome ac- 
countant decided to omit the halfpence 
from his books. But many are seem- 
ingly doubtful whether this modest ez- 
periment should be carried a step 
further. 


SHILLINGS 


W. R. Whitehead 


IS dissertation will have little 

interest to accountants of those in- 
dustrial and other large organisations 
which have already ceased to fiddle, 
and who have long since eliminated the 
slavish drag of shillings and pence 
through the expenditure processes. 

But it would be a safe venture to 
assert that such organisations are a 
minority, the assertion being entirely 
safe if government departments and 
utilities were to be included in any 
survey. 

To accountants of organisations 
which continue totally to conform to 
the shillings/pence orthodoxy it is 
safe to state that if a count is made of 
the number of numerals appearing on 
expenditure records after elimination 
of dates, statistics, job numbers, unit 
costs, prices, etc. it will be found that 
the shillings/pence numerals are to the 
order of twenty-five per cent. in sum- 
mation schedules containing a high in- 
cidence of five-numeral £’s, and to the 
order of sixty per cent. in the heavily 
entered papers which precede the sum- 
mations. 

Most writing in advocacy of the eli- 
mination of the small change is more 
directed to the enhancement in value of 
final statement rather than to the case 
for elimination from accounting and 
costing detail processes. The following 
— the case from the latter as- 
pect. 

The reasons for the elimination of 
the useless numerals may be stated 
as:— 

(a) rationalisation of approach to ac- 
counting records; 
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(b) economy of effort, material and 
time. 

But before the argument is further 
developed it is necessary to make two 
assertions, the non-acceptance of which 
would immediately wreck the case. 
Firstly, protection against arithmetical 
and posting inaccuracy is not in any 
way impaired; it is not rough and ready 
accounting. Secondly, accuracy in cost 
and expenditure presentation is in no 
way lessened; a calculating machine 
could not hold the far away decimal 
point by which a unit cost can be af- 
fected. 


Expenditure records 

Development of the case is of course 
based on the now accepted fact that 
while accounting will faithfully display 
approximate results of transactions 
over a period, meticulous accuracy can- 
not possibly be achieved. 

Consider one or two elements of ex- 
pense. 


Labour 

In some circumstances the nomina- 
tion of the job charge on every time 
sheet may be meticulously accurate but 
there can be very very few such circum- 
stances. There may be few cases of 
large labour force employment wherein 
arbitrary allocation of at least a few 
hours each period as between one job 
number and another does not occur, 





SHILLINGS AND PENCE 


but arbitrary allocation of many hours 
would be the rule rather than the ex- 
ception. 


Materials 

With this element gross approxima- 
tion occurs. To the problem of unit 
price instability is added the imposs- 
ibility of precise application of freight, 
in-handling, inspection, storage and out- 
handling charges. 

But the intrusion of arbitrary judg- 
ment in the treatment of expense at 
element stage is relatively minor when 
compared to the treatment of the mass 
of Composite Expense for which no 
basis of treatment other than arbitrary 
judgment is available. 

Consider the apportionment of ad- 
ministrative expense, of transportation 
expense, of workshop expense, and all 
such overhead collections. Whatever 
the basis of apportionment may be, 
whether man-hours, space, mileage, 
etc., gross usage of arbitrary measure- 
ment occurs. 


Depreciation 

This expense is mentioned after com- 
ment on the composites, as the prac- 
tice of calculating charges to shillings 
and pence may not be as widespread as 
it is with other elements, but neverthe- 
less does occur. Perhaps a statement 
that it does occur should be left un- 
adorned, but the temptation is too 
great to quote the only two truths 
known about depreciation— 

(a) that it is an expense, and 
(b) that we do not know the price. 

It would appear absurd then to enter 
depreciation expense, which originates 
with a major uncertainty factor pre- 
dominating, into the accounts at figures 
calculated to the nicety of shillings and 
pence. 

Where does any accuracy argument 
for the retention of the small change 
stand in light of the repeated use of 
arbitrary judgment in the recording of 
expenditure? There can surely be few 
who continue to attempt to sustain any 
argument that accounting contains ac- 
curacy to the extent implied by the re- 
tention of shillings and pence. 
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But if that is so then does it not 
follow that the deliberate retention of 
a misleading component borders on— 
well, is it far short of humbug? 


The case for reason (a) then is not 
so much that from expediency we can 
do without shillings and pence, but 
more that as scorners of humbug and 
any type of misrepresentation we 
should do without the rubbish. 


The case for economy is based on the 
ratio of s/d. numerals to £ numerals, 
and the figures stated earlier indicate 
that a lot of time is wasted in fiddling 
with shillings and pence. The reduction 
in effort would take place at each step 
in the accounting process. The degree of 
economy could not be fully gauged with- 
out actual trial of shillings/pence elimi- 
nation, but there could be little argu- 
ment against the statement that sub- 
stantial economy could be achieved. 


Method of elimination 


The method of eliminating shillings 
and pence requires very little com- 
ment. In the entry of each expense j 
element, the £.s.d. balance will be as- 
certained through the usual processes, 
after which the aggregate charge to 
each job number will be rounded off to 
the nearest pound. The difference be- 
tween the total charged to jobs and the 
relevant element control account will be 
absorbed in a special adjustment ac- 
count, 

In apportionment of composite ex- 
pense on man-hours or such measure 
ment, the decimals will be converted to 
the nearest pound instead of the nearest 
penny. 


Extent of adjustment 


The only difference between the total 
cost entry made to any job or expendi- 
ture division in a period by the drop 
ping of shillings and pence cannot be 
more than 10s. for each element of ex- 
pense, and of course the under/over 
offset acts in adjustment. 

The special adjustment account, 
which cannot accumulate beyond 4 
minor amount because of the under/ 
over offset factor, will be disposed of to 
a general expense account. 
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THE WORD 


“STOCK” 


Louis Goldberg 


HERE are few English or Austra- 

lian accountants nowadays, I imag- 
ine, whether academicians or practi- 
tioners, who would hesitate to include 
stock among the current assets of a 
business. Opinion amongst accountants 
appears to be well-nigh unanimous that 
stock is not a “fixed” asset. This view 
has the support of the most authorita- 
tive bodies in the accounting world. 


In adopting this view, however, ac- 
countants appear to have done violence 
to a word. This is not an indictable 
offence according to our legal code, and 
it is almost certain that we have erred 
through lack of thoughtfulness and, 
perhaps, through ignorance, rather 
than deliberately or perversely. And it 
is very late to bring this charge to light. 
But violence has none the less been 
done; and, in the court of language, we 
might, with some show of humility, say 
with truth “peccavimus”, we have 
sinned. 

It was Archbishop Trench who first 
drew my attention to this matter. His 
testimony, given in his book, On the 
Study of Words, from the thirteenth 
edition (1869) of which the following 
passage is taken, runs thus: 

Once more, in what an almost infinite num- 

of senses “stock” is employed; we have 
live “stock”, “stock” in trade or on the farm, 
the village “stocks”, the “stock” of a gun, 
the “stock”-dove, the “stocks” on which shi 
are built, the “stock” which goes round the 
neck, the family “stock”, the “stocks” or 
public funds, in which money is invested, with 
other “stocks” besides these. What point in 
common can we find between them all? This, 
that being all derived from one verb, they 
cohere in the idea of fixedness, which is com- 
mon to them all. Thus, the “stock” of a gun 
is that in which the barrel is fixed; the village 
“stodks” are those in which the feet are fas- 
tened; the “stock” in trade is the fixed capi- 
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tal; and so, too, the “stock”. on the farm, 
although the fixed capital has there taken the 
shape of horses and cattle; in the “stocks” or 
public funds, money sticks fast inasmuch as 
those who place it there cannot withdraw or 
demand the capital, but receive only the inter- 
est; the “stock” of a tree is fast set in the 
ground; and from this use of the word it is 
transferred to a family; the “stock” or 
“stirps” is that from which it grows, and out 
of which it unfolds itself. And here we may 
bring in the “stock’-dove, as being the 
“stock” or “stirps” of the domestic kinds. I 
might group with these “stake” in both its 
spellings; a “stake” is stuck in the hedge and 
there remains; the “stakes” which men wager 
against the issue of a race are paid down, and 
thus fixed or deposited to answer the event; a 
beef-“steak” is a portion so small that it can 
be stuck on the point of a fork; and so for- 
ward. (pp. 278-9.) 


Who would have imagined, on read- 
ing a text-book on accountancy, that 
this seemingly humble word had such 
variety in signification? We are pre- 
pared to admit that, despite his erudi- 
tion and the fact that it was a paper 
delivered by him to the Philological 
Society in 1857 which “gave the first 
impulse to the great Oxford New Eng- 
lish Dictionary”, Archbishop Trench 
may be regarded in some quarters as a 
trifle old-fashioned, and that he re- 
ferred to usages of language now a cen- 
tury gone. But it is worth noticing that 
in the twenty-seventh edition in 1904 
of On the Study of Words the only 
material alteration in the above pas- 
sage was the deletion of the reference 
to beek-steak, doubtless because it had 
by then been brought to his or his 
editor’s attention that “steak” is not, in 
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fact, derived from the same word as 
“stock’’. 


A later witness, my friend Webster, 
gave in his 1926 Merriam edition, no 
less than thirty-one meanings of the 
word “stock”, all derived from the 
Anglo-Saxon “stocc”, which meant a 
stock, trunk, stick. The word is related 
to “stoke” and to “stucco”, and to the 
obsolete “tuck”, meaning a rapier. His 
fourteenth meaning reads: 

14. Bookkeeping. = Stock account. 


On referring to “stock account” we 
find: 
Stock account. Bookkeeping. A ledger ac- 
count, the credit side showing the original 
capital and additions, the debit side showing 
withdrawals and losses. 
His fifteenth meaning of “stock” is as 
follows: 
15. a. The fund or capital which an individual 
or firm employs in the conduct of its business. 
b. A merchant’s or manufacturer’s store of 
goods; hence, store; accumulation; supply on 
hand; as, to lay in a stock of provisions. 
Incidentally, Webster includes one in- 
teresting meaning which Trench does 
not suggest in his book. That part of 
the ancient tally (which was a piece of 
wood on which notches were cut as a 
record of financial transactions) which 
was given to the creditor—such as one 
who lent money to the king—was called 
the stock, while the other part, kept by 
the exchequer, was known as the coun- 
terstock or countertally. 


Webster, however, is American and 
may be suspected by some to be biassed 
or inadequate, so we had better seek 
evidence from our arch authority, the 
Oxford English Dictionary. Turning to 
the 988th page of the tenth volume of 
this linguistic court of appeal, we find 
that nearly eighteen columns are de- 
voted to that form of the noun “stock” 
which is derived from the Old English 
(i.e, Anglo-Saxon) stoc(c). These 
columns provide an even richer variety 
of meanings than Webster gives, to the 
number of sixty-four, besides a’ sixty- 
fifth heading which covers some forty 
miscellaneous special combinations in 
which the word is found. 


These meanings are grouped in such 
a way that we can trace fairly clearly 
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the development of the sense we are 
concerned with. Under group I are 
given those senses in which the word 
has the meaning of trunk or stem, such 
as the source of a line of descent. Group 
II covers those in which the word takes 
on the meaning of a supporting struc- 
ture, such as the stocks which support 
a ship during construction. In group 
III it means a box or hollow receptacle. 
In group IV it is “the more massive 
portion of an instrument or weapon; 
usually, the body or handle, to which 
the working part is attached”; here we 
have the stock of a “musket or fowl- 
ing-piece”, whence the phrase, “lock, 
stock and barrel”. Group V comprises 
“concrete senses of uncertain or mixed 
origin”, and it is here that we find, 
under sense No. 42, its usage in rela- 
tion to the tally stick. 


Of most interest to our present con- 
siderations, however, is the collection of 
meanings under group VI, a fund, store. 
The introductory note to this group is 
instructive: 


The senses grouped under this head are not 
found in the other Teutonic languages except 
by adoption from English. Their origin is 
obscure, and possibly several different lines 
of development may have blended. Thus the 
application of the word to a trader’s capital 
may partly involve the notion of a trunk or 
stem (branch I) from which the gains are an 
outgrowth, and partly that of “fixed basis” or 
“foundation” (branch II) ... 

The meanings in this category form 
an interesting series. Meaning No. 47 
is “a sum of money set apart to provide 
for certain expenses; a fund”; this 
meaning, of which the earliest example 
given dates back to 1463 and the latest 
to 1881, is designated as obsolete. Obso- 
lete also are the next four meanings, 
which are: 

48. A capital sum to trade with or to invest; 
capital as distinguished from revenue, or prin- 
cipal as distinguished from interest. 

49. An estate or oe ye that produces in- 
come; a person’s total property. 

50. The business capital of a trading firm or 
company. In stock (said of a person): in the 
position of a partner. 

51. Money, or a sum of money, invested by 4 
person in a partnership or commercial com- 
pany. 

There are, however, certain senses 
given as derivatives of some of these 
meanings, particularly under Numbers 
49 and 50, which are of particular inter- 
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est in the present context. No. 49b, for 
example, is: “Public stock: the property 
held for public purposes by a nation, 
municipality, or community, as used in 
Langhorne’s ‘Plutarch’: ‘It appears... 
that the public stock of the Athenians 
amounted to 9700 talents.’” Closely 
allied to this is No. 49d, also obsolete, 
in the sense of the aggregate wealth of 
a nation. The latest example of this 
sense quoted by the O.E.D. is taken 
from McCulloch’s Political Economy 
(1825): “The whole produce of indus- 
try belonging to a country is said to 
form its stock.” 

But more significant than either of 
these is sense No. 49c, wherein a sen- 
tence by Adam Smith is cited (a soli- 
tary, but powerful authority) as the 
exemplar of the sense of “movable pro- 
perty”. In The Wealth of Nations, 
Book V, Chapter ii, Part I, appears the 
following statement: “The funds or 
sources of revenue which may pecu- 
liarly belong to the sovereign or com- 
monwealth must consist either in stock 
or in land.” It may be noted that this 
s sense is not indicated as obsolete. But 
it appears to be stretching the meaning 
of “movable” to make the use of “stock” 
in this example equivalent to “movable 
property”; for the next sentence in The 
Wealth of Nations reads: “The sove- 
reign, like any other owner of stock, 
may derive a revenue from it, either by 
employing it himself, or by lending it.” 
And if we refer to an earlier passage 
in this book, in which the author is 
writing “Of the Division of Stock” 
(Book II, Chapter i) we find the pro- 
position that a man’s “whole stock, 
therefore, is distinguished into two 
parts. That part which, he expects, is 
to afford him this revenue, is called his 
capital. The other is that which sup- 
plies his immediate consumption.” Fur- 
ther, we find that “there are two dif- 
ferent ways in which a capital may be 
employed so as to yield a revenue or 
profit to its employer. First, it may 
be employed in raising, manufacturing, 
or purchasing goods, and selling the 
them again with a profit . . . Such capi- 
tals, therefore, may very properly be 
called circulating capitals. Secondly, it 
may be employed in the improvement 
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of land, in the purchase of useful 
machines and instruments of trade... 
Such capitals, therefore, may very pro- 
perly be called fixed capitals.” And as 
one example where a greater rather 
than smaller proportion of fixed capital 
is required he says: “In a great iron- 
work, for example, the furnace for 
melting the ore, the forge, the slitt-mill, 
are instruments of trade which cannot 
be erected without a very great ex- 
pense.” 

Thus in Book II Smith’s position is 
that: 

(i) Stock — capital plus consump- 

tion goods, and 

(ii) Capital — circulating capital 

plus fixed capital, 
and included in fixed capital are such 
things as the improvement of land, fur- 
naces and so on. 

Now, even if we admit that Smith 
may have been at times inconsistent in 
his use of the word “stock”, sometimes 
including money in it, and sometimes 
excluding it, it appears that the pas- 
sage cited from Book V can hardly be 
legitimately regarded as supporting the 
sense of “movable property”, at least 


not in the ordinary meaning of the 
word “movable”. 
When we come to sense 50), we read: 


b. In Bookkeeping by Double Entry, the head- 
ing (more fully stock account) of the ledger 


account which summarizes the assets and 
liabilities of the trader, firm, or company to 
whom the books belong. 

In support of this sense, which again is 
not specifically indicated as obsolete, 
authorities are cited from Mellis 
(1588) to B. F. Foster (Double Entry 
Elucidated, 1852). 

Meaning No. 52 is given as “the sub- 
scribed capital of a trading company, 
or the public debt of a nation, muni- 
cipal corporation, or the like, regarded 
as transferable property held by the 
subscribers or creditors, and subject to 
fluctuations in market value. Also, in 
particularized sense, a kind of stock, a 
particular fund in which money may be 
invested.” 

No. 53 is: “A collective term for the 
implements (dead stock) and the ani- 
mals (live stock) employed in the 
working of a farm, an industrial estab- 
lishment, etc.” No. 54 narrows this 
down to meaning specifically live stock, 
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i.e., “the animals on a farm; also a col- 
lective term for horses, cattle, and sheep 
bred for use or profit.” It may be noted 
in passing that this sense was also 
applied to slaves. 


Meaning No. 55 is “a quantity (of 
something specified, whether material 
or immaterial) accumulated for future 
use; a store or provision to be drawn 
upon as occasion requires.” One might 
be tempted to wonder how something 
immaterial can be accumulated, but per- 
haps this sense is intended to be meta- 
phorical. 


It is not until we come to meaning 
No. 56, the last in this group, that we 
find a sense with which modern ac- 
counting usage may be considered to 
comply. For this meaning, we read, is: 
“The aggregate of goods, or of some 
specified kind of goods, which a trader 
has on hand as a provision for the pos- 
sible future requirements of custom- 
ers.” One of the authorities cited is an 
act of 1696-7, viz., Act 8 and 9 Wiil. III 
c.7 s.10: “The several Stockes of 
Paper Parchment Pastboard or Vel- 
lum”; another is the Gentlemen’s Maga- 
zine of 1736: “They all brew great 
Quantities, which they keep by them as 
a Stock in Hand.” 


Here at last is a suggestion that 
“stock” may mean merchandise, but it 


is scarcely conclusive, especially when 
we look at meaning No. 56) and find 
that “take stock” means: “In commer- 
cial use, to make an inventory of the 
merchandise, furniture, etc., in one’s 
own (rarely in another’s) possession, 
recording its quantity and present 
value.” Further “in stock”, according 
to No. 56c, merely means “in the pos- 
session of the trader”. 

The remaining meanings given in 
the O.E.D. are from other applications 
of the word which have no immediate 
bearing on the particular aspect under 
discussion. 

Of course, the O.E.D., although our 
most august authority, is perhaps be- 
coming a little passé. The original 
work, of which the first volume ap- 
peared in 1888, was completed in 1928, 
and a supplementary volume was pub- 
lished in 1933, over twenty years ago. 
No doubt accountants are making their 
contribution to the development of our 
language, and this contribution may 
well be recognised when the next re- 
vision or supplement of O.E.D. ap- 
pears. 

But when I consider how a word 
which etymologically means something 
fixed is with us used in a sense in which 
it is classified as essentially not fixed, 
the question that haunts me is: are ac- 
countants helping to create language or 
are they helping to destroy it? 
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INTERPRETING 
ACCOUNTING 


The Victorian Divisional Council in- 
vited Professor Sir Alexander Fitz- 
gerald to deliver this lecture in 
October, 1955. The lecture was ar- 
ranged as a memorial to the late Mr. 
H. P. Ogilvie, in recognition of his out- 
standing services to the accountancy 
profession in Australia. 


STATEMENTS 


Sir Alexander Fitzgerald 


HERE was a time—it does not 

seem so long ago—when the be- 
all and end-all of accounting was the 
preparation once a year of a balance 
sheet and a profit and loss account. 
These were prepared in highly conven- 
tionalised form. They were often pre- 
sented many weeks or even months 
after the transactions to which they re- 
lated had been carried out and all but 


forgotten by the participants. They 
were difficult for non-accountants to 
understand. They gave little, if any, 
help in the solution of current business 


problems. They looked back to the 
past; they had little relevance to the 
present; they deliberately ignored the 
future. But to the accountant they 
were masterpieces of perfection; they 
balanced to the last penny (and more 
often than not they were expressed to 
the last penny) ; they were unchalleng- 
able facts, the acid test of effective 
management, the final judgment of an 
inexorable, infallible arbiter; wrapped 
in mystery, obscured by technical jar- 
gon, founded upon inconsistent and ir- 
reconcilable “principles”, they were the 
joy of the accountant’s soul. True, 
they were prepared by accountants ap- 
parently for accountants only, and 
were more or less unintelligible to non- 
accountants. So much the worse for 
hon-accountants. Admittedly, the pri- 
Mary purpose of the statements was to 
Measure income and to disclose finan- 
tial position. The fact that the in- 
come which they measured was a con- 
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cept which was not acceptable to 
economists, to income-tax authorities, 
and even in many respects to investors 
and business managers was tacitly ig- 
nored. So much the worse for the 
economist, the tax commissioner, the 
business man. 

We have, of course, changed all that 
in the past thirty years or so, or are in 
the process of doing so. It is becom- 
ing increasingly evident that balance 
sheets and profit and loss statements 
need to be interpreted if they are to be 
of any real use to investors or to busi- 
ness managers. It is equally clear that 
accounting statements of this kind are 
only partly statements of objective 
fact, that they depend materially upon 
estimates and subjective opinion, and 
that they can be seriously misleading 
unless their conceptual foundations are 
understood both by accountants and by 
their users. It is now generally ac- 
cepted, even by accountants, that his- 
torical statements have strictly limited 
uses, and that in themselves they pro- 
vide little useful information for man- 
agement purposes and should be sup- 
plemented by other kinds of accounting 
analyses and reports. 

In the development of this new ap- 
proach to accounting a vitally import- 
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ant contribution has been made by 
“academic” accountants, particularly 
in U.S.A. It is no coincidence that in 
that country, in which progress in the 
development and refinement of account- 
ing concepts as well as in the practical 
application of accounting to manage- 
ment problems has gone farther than 
in any other part of the world, the 
number of university schools of ac- 
counting is far greater than it is else- 
where. Nor is it a coincidence that 
there is a greater tendency in U.S.A. 
than elsewhere for intimate contact 
and co-operation between the practis- 
ing and the teaching sides of the pro- 
fession in research work. Mr. H. P. 
Ogilvie was one of a small number of 
practising accountants in Australia 
thirty years ago who welcomed the ap- 
pearance of accountancy in the uni- 
versities and who foresaw the far- 
reaching beneficial effect which it was 
destined to have on the practice of ac- 
counting. Events have fully. justified 
his foresight. 

It is greatly to be deplored that it 
should be necessary even today to plead 
the cause of research into the philo- 
sophical bases of accounting. One 
would have thought that the case for 
such research had been amply proved 
by experience. Yet there is still a dis- 
position in Australia to scoff at 
academic work, evidently because of 
unawareness of the influence which the 
universities have exercised to bring the 
practice of accounting out of the un- 
realistic realm in which it worked into 
a more vital and more effective rela- 
tionship with business management. 


Even in U.S.A. this distrust of theo- 
retical researches is evidently wide- 
spread. In a recent interview on the 
occasion of his eightieth birthday, Mr. 
G. O. May deplored the fact that ac- 
countants tend to be preoccupied with 
technical aspects of accounting, and 
was led to express the hope that in 
future greater attention would be given 
“to an evaluation of the assumptions 
which provide the present-day founda- 
tions of accountancy.”? 





1. The Journal of Accountancy, June, 1955. 
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It may be asked what all this has 
to do with the interpretation of ac- 
counting reports. The point which I 
have been trying to make is that ac- 
counting itself needs to be interpreted. 
Typical accounting reports, such as 
balance sheets and profit and loss 
statements, are mixtures of observ- 
able facts, estimates and opinion. They 
are tentative in nature and are condi- 
tioned by underlying assumptions, con- 
ventions and doctrines which are not 
always realistic and which often con- 
flict one with the other. They should 
be interpreted in the light of the con- 
cepts on which they are founded. That 
can be done only if the concepts and 
their implications are fully understood. 
The first step in spreading understand- 
ing of accounting concepts is surely to 
explain them to accountants them- 
selves, and to ensure as far as possible 
that they are logically consistent. Only 
within the last twenty or thirty years 
has this been attempted. The develop- 
ment of a consistent philosophy of ac- 
counting is not yet by any means com- 
plete, and it is vitally necessary that 
progress in the future shall be much 
more rapid than it has been in the 
past. The best way in which the pro- 
cess can be speeded up is by the fullest 
possible co-operation between practi- 
tioners, teachers and research work- 
ers. The surest way in which to ham- 
per it is to encourage the belief that 
the academic accountant is not con- 
cerned in the final analysis with prac- 
tice, and that practical accounting can 
afford to neglect academic research. 
In this belief, I plead for greater re- 
cognition of the interdependence of 
practice and theory, or in other words, 
for a better appreciation of the value 
to accounting, in its present stage of 
development, of research at the Uni- 
versity level. 


Interpretation of historical accounting 
reports 
The principal 
dealing with the financial results of 
past operations are, of course, the pro- 
fit and loss statement and the balance 


accounting reports 


sheet. The former is intended to dis- 
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close the profit or loss which has been 
earned or suffered in a given period; 
the latter the financial position of the 
enterprise at the end of a period. As 
reports to owners of the stewardship 
of assets and other facilities which 
have been entrusted to the care of 
boards of directors, these reports ful- 
fil a useful function, so long only as 
they are properly interpreted. Never- 
theless, as I have tried to show, they 
are at best very largely tentative ex- 
pressions of opinion based upon highly 
technical assumptions. Furthermore, 
they are incomplete as reports of past 
transactions and their effects, because 
they do not adequately describe the 
flow of resources which has taken 
place during the operations of a busi- 
ness. For this reason, it is becoming 
increasingly common practice, though 
still comparatively rarely in Australia, 
to present a third report, the funds 
statement. There is still uncertainty 
concerning, and difficulty in explain- 
ing, the sense in which the term “fund” 
is used in this context. To some ac- 
countants, it means cash resources, to 
others all resources, and to others 
working capital. According to which 
of these interpretations is used, so will 
the form of the funds statement vary 
—it may be prepared “as an explana- 
tion of the change in cash balance, the 
change in current assets, or the change 
in total assets.”? Its function is to 
show “the uses to which management 
has put the funds represented by the 
profits, by capital contributions and by 
other than operating transactions” 
(such as borrowings). The question 
of the definition of “fund” which is ap- 
propriate has been discussed in Pro- 
fessor W. J. Vatter’s Fund Theory of 
Accounting and his recent Australian 
Society of Accountants Research Lec- 
ture in the University of Melbourne. 
For our present purposes it is sufficient 
to point out that the funds statement, 
in whichever form it is prepared, pro- 
vides important information concern- 





2. Maurice E. Peloubet, Contemporary <Ac- 
counting, Chap. 13, p.6. 
3. Ibid. 
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ing financing and operational transac- 
tions which is not provided by the pro- 
fit and loss statement or the balance 
sheet. 


Before an accounting statement can 
be interpreted it needs to be analysed. 
Analysis of profit and loss statements 
and balance sheets for this purpose 
usually takes the form of a study of 
significant relationships between items 
or groups of items in these reports. 
Thus we have analyses showing per- 
centage relationships between items or 
groups of items in the profit and loss 
statement, ratios of an item or group 
of items in the balance sheet to some 
other items or groups of items in the 
same balance sheet, and relationships 
between items in the profit and loss 
statement and items in the balance 
sheet. 


These studies of relationships can be 
very useful, if they are logically based 
and logically used. They are of al- 
most infinite variety, and their useful- 
ness for interpretative purposes de- 
pends materially upon the selection of 
comparisons which are significant and 
which are likely to be effective in pre- 
sentation. 


Typical examples of financial-state- 
ment relationships are:— 


loss 


(a) percentages of profit and 
statement items on gross revenue; 


percentages of cost elements on 
total manufacturing cost; 


ratio of current assets to current 
liabilities ; 

ratio of quick assets to quick lia- 
bilities ; 

percentages of all balance-sheet 
groups on total assets (or total 
funds used) ; 

percentages of net profit before 
tax or net profit after tax on (i) 
paid-up capital, or (ii) share- 
holders’ funds; 

percentages of profit before tax 
or interest on total funds used. 


Each of these relationships has limita- 
tions and each involves pitfalls for the 


(b) 
(c) 
(d) 
(e) 


(f) 


(g) 
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unintelligent analyst. Let us examine 


each of them briefly. 


Percentages of profit and loss state- 
ment items on gross revenue 


The usefulness of these calculations 
is restricted to those items in respect 
of which movement in the percentage 
of the item on gross revenue is signi- 
ficant as an indicator of movements in 
operating effectiveness. Movements in 
percentages of non-variable items on 
gross revenue are not significant, be- 
cause, by hypothesis, such items re- 
main fixed in amount despite varia- 
tions in gross revenue. In other 
words, percentages of non-variable 
items on gross revenue are affected by 
movements in the amount of gross re- 
venue, and not by operating efficiency. 
Movements in percentages of cost ele- 
ments on gross revenue are not signi- 
ficant, because gross revenue depends 
not upon the volume and selling price 
of goods manufactured, but upon the 
volume and selling price of goods sold. 
Consequently, the only significant in- 
formation which can be obtained from 
movements in percentages of profit and 
loss statements on gross revenue is in 
relation to such items as gross profit, 
variable selling and administration ex- 
pense, and “contribution margins” 
(i.e., the excess of gross revenue over 
variable costs and expenses). 


Percentages of cost elements on total 
manufacturing cost 


This is a more satisfactory basis for 
study of movements in manufacturing 
costs. Here again, however, the sig- 
nificant movements are the movements 
in percentages of variable cost items 
on total variable cost. Movements in 
the percentage of cost items on total 
cost are not significant, because non- 
variable costs remain fixed in amount 
despite variations in volume of goods 
manufactured. Furthermore, even in 
relation to percentages of variable costs 
on total variable cost, it is often diffi- 
cult to disentangle cause and effect. A 
fall in the percentage of one item may 
or may not indicate reduction in the 
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cost of that item; it may be merely the 
result of an increase in the cost of 
some other item; and in turn, it will 
tend to cause an increase in all other 
percentages of cost items on total vari- 
able cost. 


Ratio of current assets to current lia- 
bilities 

In the first place, we have here a 
problem in definition. What is a cur- 
rent asset and what is a current 
liability ? There is no_ standard 
definition of these terms which will 
fit all businesses and all circumstances. 
The definitions which are to be used 
must therefore be carefully selected to 
fit a particular case, and they must be 
consistent one with the other and be 
consistently applied from time to time 
and from case to case. Secondly, the 
problem of accounting “values” must 
also be faced. In one case or at one 
time stock in trade may be “valued” 
for accounting purposes upon one 
basis, in another case or at another 
time a different “valuation” basis may 
have been used; in one case or at one 
time book debts may have been shown 
net of provisions for doubtful debts 
and discounts receivable, in another 
case or at another time the gross fig- 
ure before such deductions may have 
been used. Inconsistency in these 
bases of “valuation” will obviously dis- 
tort the ratio comparisons. Thirdly, 
ratio comparisons of this kind may be 
distorted by fortuitous or deliberate 
variations in the quantum of stock car- 
ried at balance-sheet date, or by for- 
tuitous fluctuation in book debts aris- 
ing from some such circumstances as 
delay for a few days in collecting a 
large individual debt. Again, consis- 
tency is desirable but here inconsis- 
tency in the basis of comparison may 
be even more difficult to avoid, or to 
detect, than in the case of inconsistent 
definitions or application of definitions. 


Ratio of quick assets to quick liabili 
ties 
There is even more uncertainty con- 
cerning the definitions of quick assets 
and quick liabilities than there is about 
the definitions of current assets and 
current liabilities. For the purposes 
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of this ratio, it is usual to exclude 
stock in trade from quick assets, pre- 
sumably on the ground that a continu- 
ing business needs at all times to carry 
trading stock. The same argument 
might well be applied to book debts, 
except that book debts are one step 
nearer to complete liquidity than is 
trading stock. Book debts, such as in- 
stalment debtors, may however not be 
convertible into cash quickly, and logi- 
cal classification would seem to demand 
that these debts should be subdivided 
according to the length of time within 
which instalments fall due for pay- 
ment. In some circumstances, even 
bank balances which have been ear- 
marked for specific purposes other 
than payment of current liabilities, or 
readily realisable investments which it 
is not intended to realise because they 
represent investments of specific re- 
serves, should perhaps not be treated 
as quick assets. Similarly, whether 
or not a bank overdraft should be re- 
garded as a quick liability depends 
upon circumstances, such as the under- 
standing with the bank. Thus, as in 
the case of the current asset-current 
liability ratio, consistent application of 
consistent definition is essential if the 
quick asset-quick liability ratio is to be 
useful in analysis of financial position. 


Percentages of groups of asset on total 
assets 
As a means of throwing light on 


movements in financial position, 
study of movements in these percent- 
ages is an alternative to study of move- 
ments in the current asset-current lia- 
bility ratio, and in the quick asset-quick 
liability ratio. But further difficulties 
arise in the use of these percentages. 
One is that a movement in the percent- 
age of one group may be either the 
cause of or the result of a movement in 
the percentage of some other group. 
The other is that current assets are 
“valued” on one basis, non-current as- 
sets on another basis; and the percent- 
ages will be distorted by any change in 
the basis of valuation of any asset 
(such as a writing-up of the book value 
of a tangible non-current asset or the 
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writing-down of the book value of an 
intangible non-current asset). Gen- 
erally, the percentages do not disclose 
any information which is not at least 
equally well brought to light by the 
other financial relationships, so that 
there seems to be no point in using this 
method of analysis unless it is thought 
to be preferable, in a given case, as a 
means of emphasising a point which it 
it desired to make. 


Percentages of net profit before tax or 
net profit after tax on paid-up 
capital or on shareholders’ funds 


The purpose of such calculations as 
these is to provide a broad overall 
measure of the effectiveness of the 
operations of a business from the 
standpoint of earning-capacity. They 
throw little or no light on causes of 
variations in earning capacity, and 
they are of course dependent on the 
underlying accounting assumptions, 
which affect both the profit figure and 
the base on which the percentages are 
calculated. Insofar as they are used, 
their limitations should be frankly re- 
cognised. It is also suggested that 
the base should be shareholders’ funds 
and not merely paid-up capital, and 
that the percentages of both net profit 
before tax and net profit after tax 
should be calculated. Moreover, in 
the use of these percentages particular 
attention should be given to the effect 
of abnormal items of revenue or ex- 
pense. 


Percentages of profit before tax or in- 
terest on total funds used 


These percentages also have some 
usefulness as overall measures of op- 
erating efficiency. The exclusion of 
interest paid and the inclusion of lia- 
bilities as well as shareholders’ funds 
in the base on which the percentages 
are calculated is intended to make the 
calculations measures of operating ef- 
fectiveness independent of methods of 
finance. There is much to be said for 
this, at least as a supplement to, or 
commentary on, the percentages of net 
profit on shareholders’ funds. 
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Limitations of historical financial- 
statement relationships 

Our examination of particular re- 
lationships between items and groups 
in historical financial statements has 
shown that, in each case, there are 
specific limitations and pitfalls, the 
nature of which varies from relation- 
ship to relationship. There are also 
limitations which apply to all the rela- 
tionships. They deal only with what 
is past, which from the management 
standpoint is important only in rela- 
tion to what is likely to occur in the 
future. They are concerned with 
things which have happened when it 
is too late to do anything about them. 
They are uninformative by themselves 
without relation to some standards or 
expected results. In short, however 
important, however necessary, his- 
torical accounting records and reports 
may ba for the older and more re- 
stricted purposes of accounting, they 
are not by any means the beginning 
and the end of accounting; and, even 


for their limited purposes, they need 
to be analysed and interpreted with 
discretion and with due regard for 


their imperfections. Analysis and in- 
terpretation of any accounting data is 
much more a matter of intelligent 
selection of what is and what is not 
relevant to the problem which is being 
studied, than a hard and fast routine 
system of ratio calculation. 


To illustrate, the best use that can 
be made of the current asset-current 
liability ratio is not to compare the 
ratio at any given date with a rule of 
thumb standard. It is to study the 
trend in the ratio for the light which 
it throws upon the direction in which 
the financial structure of an enterprise 
has moved and upon the wisdom or 
otherwise of the financing methods 
which have been used. For this pur- 
pose, well prepared and well explained 
funds statements are probably superior 
to ratio analysis; and there can be 
little doubt that financial budgets are 
superior to either, because of the light 
which they throw on what is ex- 
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pected, or what is planned, to happen 
in the future. 


Predictive or forward-looking account- 
ing 
I have mentioned 
uses of accounting as 
with the newer uses. The older 
uses were to inform owners, credi- 
tors and other interested parties, 
such as taxation commissioners, con- 
cerning the results of past operation. 
The newer uses are to assist managers 
in planning future operations and in 
the making of day to day decisions on 
management problems. As has been 
said on many occasions, and as Pro- 
fessor Vatter has emphasised in all his 
recent lectures in Australia, the past 
is useful mainly because of the light 
which is thrown upon likely future 
events. The newer purposes of ac- 
counting are rapidly coming to be re 
garded as the more important. This 
changed outlook of accountants has, or 
should have, a vital influence on the 
whole accounting procedure as well as 
upon the form and content of ac- 
counting reports. Accounting records 
should be designed, as far as possible, 
to facilitate the preparation of bud- 
gets and to enable budgetary plans or 
expectations to be compared with per- 
formance. To be most useful both 
budgets and records of performance 
should be expressed in terms of mal- 
agerial responsibilities, and should be 
classified so as to disclose as much in- 
formation as possible concerning the 
causes of departures from plan. The 
accountant’s responsibility in a bud- 
getary system is not to prepare bud- 
gets; that is the responsibility of man- 
agers who will have to put the budget 
plans into effect. It is to provide in- 
formation—from past records or other- 
wise—which will help in the prepara- 
tion of budgets; to marshal section 
budgets into overall statements of ex- 
pected results; to help in ensuring con- 
sistency between sectional or funt- 
tional plans; to exercise continuous 
oversight of performance in relation 
to budgets; and to develop a procedure 
of prompt reporting of departures 
from budgets to all levels of manage 
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ment in such a way that the necessity 
for remedial action will be taken by the 
person to whom the report is made. 


This kind of work depends upon in- 
terpretation of accounting reports 
just as much as does historical ac- 
counting; and the essence of interpre- 
tation is selection of relevant data. In 
turn selection depends upon the way in 
which the data is collated and classi- 
fied. Obviously, comparison of per- 
formance data with budgets is difficult, 
if not impossible, unless the perform- 
ance data is classified in the same way 
as the budgets. Budgets should be 
built up by the persons who will be 
responsible for their execution. De- 
partures from budget should be re- 
ported to those persons. Hence, both 
budgets and performance data should 
be classified in terms of management 
responsibility. Reports, as far as pos- 
sible, should elucidate causes of results. 
Consequently, classifications of re- 
venues, costs and expenses of all kinds 
should distinguish between those mat- 
ters which are within the control of 
management at different levels and 
those which are not. It follows that 
the distinction between variable (or 
controllable) costs and expenses, and 
fixed (or non-controllable) costs and 
expenses, is vital. 


These three conclusions point to 
three essential elements in any ac- 
counting-classification system. Budgets 
and “actual” records should be simi- 
larly classified; the classification should 
be such as to disclose expected results 
and actual results of operations for 
which particular individuals are re- 
sponsible; they should segregate vari- 
able costs from fixed costs. 


_ To these three essentials two other 
important features should be added. 
The first point is that budgets’ dealing 
as they do with expected or planned 
results, are concerned with future 
events and not with past events. There- 
fore, historical costs are generally ir- 
revelant for budgeting purposes. The 
other point is that an accounting report 
tan serve its purpose only if it is in- 
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telligible to the person to whom it is 
presented and upon whom it calls for 
action. Conventional accounting form, 
traditional accounting terminology, 
stereotyped accounting classifications, 
must all be subordinated to the neces- 
sity to tell the story in the way in 
which a particular manager can best 
understand it. This, and this only, is 
the way to interpret accounting state- 
ments. 


Accounting and management decisions 


Organisation of a budgetary system 
and reporting on adherence or other- 
wise to budgetary plans is one kind of 
accounting assistance to management. 
Another kind concerns the help which 
accounting can give in the solution of 
day-to-day management problems— 
whether or not to scrap a machine and 
replace it by another, whether to make 
or to buy a product or part of a pro- 
duct, whether or not to take additional 
orders at a “cut” price, what price to 
quote in a highly competitive market, 
and so on. 

The accounting information which is 
needed for such purposes cannot gener- 
ally be found, in the appropriate form, 
in formal accounting records. A sys- 
tem of accounting records regularly 
collated and classified in predetermined 
ways cannot be expected to provide 
automatically the kind of information 
which is relevant to management prob- 
lems which do not regularly recur in 
precisely the same form. The manager 
who works in close co-operation with 
the accountant, and who looks to him 
for help, will be constantly seeking ac- 
counting information which is not to 
be found in books of account or in 
periodical accounting reports. Clearly 
no accounting system can be planned in 
advance to provide this kind of infor- 
mation, arranged in the way it is re- 
quired. To try to do so would be to 
set up an accounting system in which 
classification of revenue and of costs 
and expenses on every conceivable 
basis would be carried to such lengths 
as to become fantastically costly—even 
if the staff to operate such a system 
could be secured. It is, or should be, 
a commonplace that accounting is a 
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means of adding to net income, not of 
reducing it. Moreover, even if such a 
system could be devised and operated, 
there will almost certainly arise from 
time to time management problems 
which call for accounting information 
of a kind, or in a form, which could 
not possibly have been foreseen when 
the accounting system was being 
planned. 

We must therefore recognise that it 
is beyond the bounds of practical pos- 
sibility to get all the accounting infor- 
mation that may be needed in the man- 
agement of a business through formal 
records. Special studies, conducted 
outside the formal records, will be ne- 
cessary from time to time. The ease 
or difficulty with which these studies 
can be made, and the success with 
which they can be conducted, does 
however depend greatly upon the ease 
with which the basic data can be ex- 
tracted from formal records and 
adapted to the specific problem which 
has been encountered. Does this ne- 


cessarily mean that the formal account- 
ing records are of no use in the solu- 
tion of day-to-day business problems, 
and that we must resign ourselves to 
the necessity for collecting basic data 
relevant to specific problems as each 


problem arises? One great difficulty 
which will arise if this is so is that, by 
the time the information has been col- 
lected, analysed and interpreted, the 
problem will have been resolved by 
management decision without the help 
of the accountant. The accountant 
will thus have failed to give the ser- 
vice which management is entitled to 
expect of him. In fact, this often hap- 
pens—with great detriment to the 
status of accountancy and the reputa- 
tion of the individual accountant. 
The answer is, of course, that an ac- 
counting system can be planned, with- 
out involving excessive cost, to provide 
much of the basic information which is 
needed for special accounting studies, 
so long as it is recognised that these 


studies necessitate careful selection 
from the records of the relevant data 
and modification of the data to make 
them useful for a specific purpose, 
This is very much a matter of classi- 
fication in the records. In planning a 
classification system consideration 
should be given to the nature of the in- 
formation which is likely to be required 
for special-study purposes, as well as 
to the kinds of information which is 
required for routine reports. Gener- 
ally it will be found that classification 
based on the three factors discussed 
above in connexion with periodical re 
ports to managers will provide much 
of the information needed for special 
studies. These three factors were: 
like classification in budgets and re 
cords, classification in terms of man- 
agement responsibilities,-and segrega- 
tion of variable costs. 


The two other points mentioned in 
connexion with periodical reports to 
management, viz., the irrelevance of 
historical cost and the need for clear 
reports adapted to the particular 
reader, are of course of great im- 
portance for special-study reports. 
One further problem should be men- 
tioned. In any set of accounting re 
cords and reports, conflict often arises 
between the desire for comprehensive 
ness and the desirability of simplicity 
and economy. Elaborate classifica- 
tions needed from the standpoint of 
comprehensiveness, or for providing 
information at certain levels of man- 
agement or for different purposes may 
result in needlessly elaborate and ex- 
pensive reports for other purposes. 
The extraordinarily useful device of 
the control account, intelligently used, 
can go far to avoid this conflict. A 
system of control accounts and pyre 
mided control accounts makes possible, 
at the same time and from the same re 
cords, the preparation of concise and 
simple reports for one purpose and the 
provision of more detailed information 
for another purpose for which it may 
be essential. 
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Students’ Article 


WHAT TO LOOK FOR 
WHEN EXAMINING A VOUCHER 


J. O’Hair, LL.B., 


AWYERS often laugh at an old 
story about an Eton schoolboy 
whose father was a King’s Counsel. 
This boy was taken before the Head 
and charged with breaking a window. 
On being asked what he had to say, he 
(no doubt having some recollection of 
how his father had prepared pleadings 
at some time or other) replied: “In 
the first place, I say you have 
not got a window; secondly, if you 
have got a window, I say it is not 
broken; thirdly, if it is broken, I did 
not do it; and fourthly, if I did do it, 
it was an accident.” 


Behind this story there is hidden a 
very important principle that could be 
followed with advantage by account- 
ants and auditors as well as by law- 
yers. This principle is to keep each 
issue clearly in mind, and separate from 
all collateral issues; even though there 
may be four or five issues which are 
connected in some way, it is important 
to keep them distinct when one is deal- 
ing with them. Applying this prin- 
ciple to accounting and auditing, we 
can see that we should keep all transac- 
tions—each one supported by its own 
particular voucher—separate when 
dealing with them, even though two or 
More transactions may be connected 
in some way. In this way we can see 
that each transaction is supported by 
a sufficient voucher showing that the 
transaction is correct. 

This principle can be clearly seen in 
the transactions connected with a pur- 
chase of goods and the payment there- 
for. It is not intended to follow the 
whole routine through from the re- 
quisitioning of the goods to the pay- 
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ment of the creditor; this can be seen 
in most standard text books on audit- 
ing. When the goods are delivered, they 
will be accompanied by two copies of 
some form of delivery docket. One will 
be receipted by the purchaser and re- 
turned to the supplier. The signed deliv- 
ery docket has a definite use for the 
supplier. It is sufficient to prove the ex- 
istence of a contract as required by s. 
9 of the Sale of Goods Act 1923 
(N.S.W.). And the supplier looks at 
the voucher from that point of view. 
To the accountant and auditor, it is 
different. The receiver of the goods 
will probably have been instructed to 
prepare some form of goods received 
note every time goods are received, and 
he will thus have two pieces of paper, 
the delivery note, and the goods re- 
ceived note. As a matter of internal 
check these documents serve their pur- 
pose, but the accountant and auditor 
are vitally interested in the invoice on 
which, inter alia, there will be placed 
a statement “the goods referred to 
herein have been received and placed 
into stock.” Thus, although the ac- 
countant and auditor have three pieces 
of paper, they have only one voucher. 
This is the invoice, and when completed 
it is required to support the journal 
entry which follows, and should be re- 
tained on file for the purpose of sup- 
porting that journal entry. 


It is the general practice, although 
not a sound procedure, to have the in- 
voice checked and passed for payment 
(and sometimes even paid) before any 
entries are made in the journals or 
ledgers, and where the voucher regis- 
ter system is in force an endeavour is 
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made to assimilate every transaction 
to a “cash” transaction. But no 
amount of such procedure should al- 
low us to lose sight of the fact that the 
invoice is required to support a journal 
entry and is not required to support a 
cash transaction. (The ordinary cash 
sale docket is really two vouchers con- 
tained in the one piece of paper—an 
invoice for the goods, and a receipt for 
the money.) 


The receipt from the supplier, on the 
other hand, is required to support the 
cash payments journal, and is not re- 
quired to support the fact that the 
goods have been received or that the 
prices and computations are correct, 
etc. If the invoice and the receipt are 
sufficient for their purpose, they should 
be able to speak for themselves with- 
out any support from each other. The 
invoice and receipt, therefore, should 
not need to be attached to each other 
after the supplier is paid. If they are 
“amalgamated” for audit purposes 
much more is lost than is gained, as I 
hope to show in a later article. 


Transactions are fundamental to 
business; without transactions, there 
would be no business and no account- 
ing. For record purposes, a voucher 
is raised to support every transaction, 
and it is the duty of the accountant and 
the auditor to see that, as far as they 
can, every transaction is properly re- 
corded on a voucher, and that all 
vouchers are properly treated in the 
accounts. 


When the principle outlined above is 
not followed, when we do not have 
the correct voucher to support every 
transaction, we are led into errors and 
loose thinking. Consider, for example, 
a statement in the March, 1955, issue 
of The Australian Accountant, page 


120. It reads: “A receipt given on a 
cheque is nearly always in the simplest 
possible form due, primarily, to the 
limited space available. Jt generally 
does no more than acknowledge the 
payment, and the brevity frequently 
renders it insufficient for audit pur- 
poses.” (Italics mine). 
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Here, it is submitted, there is an 
example of failure to appreciate the 
principle involved, for, apart from the 
fact that the indorsement on the cheque 
may not be that of the supplier—an 
important but separate issue entirely 
—there is no better receipt than that 
on an indorsed cheque. We must re- 
member too that we cannot be sure 
that a receipt comes from the supplier, 
so both the indorsed cheque and the 
receipt in the conventional form have 
the same defect, but perhaps to differ- 
ent degrees. 


The statement in the article con- 
tinues: “The auditor must be con- 
cerned as much with the authenticity 
of the payment as with the fact that it 
has been made, and whereas a separ- 
ate receipt often contains information 
sufficient to vouch for this, frequent 
reference to other documents may be 
necessary when the receipt is on the 
cheque making the payment.” 


This shows the importance of keep- 
ing the issues clear. At the time that 
the accountant draws the cheque to 
make the payment, he is either in _pos- 
session of a voucher authorising the 
payment, or he is not. In the first 
case, the payment is in order to be 
made, and the accountant is then only 
looking for a receipt from the supplier 
that he has received the money, and 
the indorsed cheque is satisfactory for 
this purpose. In the second case, the 
accountant has not got a voucher suf- 
ficient to authorise the payment be- 
fore the cheque is drawn (this, of 
course, is loose but necessary practice 
in some cases), and here he is looking 
not merely for a receipt for the pay- 
ment, but for a receipt plus some ex- 
tra words which might be able to be 
be construed as an invoice. 


So, following the Eton schoolboy 
and keeping the issues separate, we 
can see that an indorsed cheque (sub- 
ject to the qualification above) is quite 
satisfactory to support the payment, 
but may not be sufficient to support 
both the purchase of the goods and the 
payment. Quaere: would the conven- 
tional receipt support both? But that 
is another issue. 


The Australian Accountant, January, 1956. 





This article is based on an address 
given to members of the Victorian 
Division in April, 1955. Statutes re- 
ferred to are Victorian. 


TRUSTS AND WILLS 


George Legg 


HE concept of a will as an instru- 

ment by which a man disposes of 
his property after death is very old in 
our legal system, as is also the concept 
of a trust by which property is held by 
one to be used or cared for in the inter- 
est of another. During the centuries 
which have passed since these concepts 
first came into being, there has been 
built up a formidable body of law, so 
formidable in fact that the present con- 
dition of that law may be regarded in 
one aspect as a demonstration of the 
complexity of modern life generally. 
Today the practitioner in such matters 
must have some general awareness of 
a large number of sections of various 
statutes. He must also be prepared, if 
necessary, to study any one or more of 
an almost incredible number of judicial 
decisions some of which on occasions 
conflict with others. One might indeed 
go further and say that just as the in- 
vention of the atom bomb has created 
problems which may be beyond man’s 
capacity to solve, so does much of the 
law on this subject demonstrate the 
difficulty which confronts man in deal- 
ed with a product of his own fabrica- 
ion. 


I refer to two recent judicial de- 
cisions which demonstrate this diffi- 
culty. In the first case (a Victorian 
case) the simple question was whether 
income from a certain trust could be 
applied for the maintenance, education 
and benefit of infant children. These 
children were apparently entitled under 
the terms of the will to that income but 
being minors could not of course be put 
In possession of it. Legal opinion was 
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obtained by the father of the children 
concerned and Counsel advised that the 
income could be so applied. A further 
legal opinion was obtained by the 


trustees and their Counsel advised that 
the matter was doubtful and that the 
trustees should go to Court. The mat- 
ter was taken to Court and the Judge 
who heard the action took another view 
again holding that the income could be 


applied for the maintenance but not 
for the education or benefit of the 
children. His decision was appealed 
against and the Appeal Court found 
that there was a flaw in the will and 
that none of the income was available 
for the children at all, but that it passed 
in fact to an entirely different group of 
relatives. The comments of the father 
of the children after all this procedure 
had been gone through were unprint- 
able and cannot be repeated here, but 
may be regarded as no more than fair 
comment. 

In the second case (an English case) 
a will directed the trustees to divide 
the bulk of the estate between such 
charitable or benevolent institutions as 
the trustees should select. After some 
quarter of a million pounds had. been 
distributed and the estate wound up, 
some unduly inquisitive relatives from 
Australia turned up and claimed that 
the whole of this part of the will was 
invalid for the reason that the word 
“benevolent” was too vague an expres- 
sion in law for the will to be carried 
into effect. The matter was taken to 
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Court and the Judge held the bequest 
to be valid. On appeal three Judges 
held the bequest invalid, and finally in 
the House of Lords, five Judges thought 
that the bequest was invalid and one 
thought it was valid. In the final result 
therefore the gift to charities was held 
to be bad. What did emerge from the 
various judgments was that if the word 
“and” had been used instead of the 
word “or” in joining the word “charit- 
able” with the word “benevolent” the 
bequest would have clearly been valid 
and the intention of the testator would 
have been carried out. The reason the 
mistake occurred was that the will was 
made by testator on his deathbed, and 
the solicitor who was called in haste 
left his glasses behind and in copying 
from a standard form put “or” in- 
stead of “and.” I suppose there is a 
moral in this somewhere for people 
who wear glasses, but it seems that 
things have come to a somewhat sorry 
pass when the use of the word “or” in- 
instead of the word “and” can defeat 
the clear intention of a will so plainly 
expressed. 


However the picture is not without 
its bright side. Just as some public 
companies, inspired and guided no 
doubt by members of the accountancy 
profession, have in recent years pub- 
lished annual accounts of such clarity 
and detail as to remove most if not all 
of the resemblance to darkest Africa 
which public company accounts on oc- 
casion bear, so does Parliament from 
time to time make efforts to bring the 
law relating to trusts and wills in line 
with modern conditions. 


The first example to which I shall 
refer of legislation which has devel- 
oped in accordance with changes in 
social conditions is known as Testator’s 
Family Maintenance legislation. This 
legislation recognises the moral duty of 
a testator to make provision out of his 
bounty for those dependent upon him, 
and enables the members of his family 
who have been insufficiently provided 
for to ask the Court to make provision 
for them out of the estate. It first ap- 
peared in the British Commonwealth 
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in New Zealand and was enacted in a 
simple form in Victoria in 1906, the 
Act being somewhat extended in 1915 
and again in 1928. By 1928 the posi- 
tion was that the persons who could 
claim were the widow, male children 
up to the age of eighteen and unmar- 
ried female children up to the age of 
twenty-one. The maximum amount 
the widow could obtain from the Court 
was £1,000 per annum or the income 
from that portion of the estate to which 
she would have been entitled had the 
testator died intestate, that is without 
leaving a will. In 19387 the legislation 
was widened to include as claimants a 
widower and children of any age. At 
the same time the restrictions on the 
amount which could be provided by the 
Court for the widow were removed. 
In the earlier judicial decisions on this 
legislation, reference was made more 
than once to the theory that the Court 
did not make a new will for testator, 
but only carved out of the estate what 
was necessary for his dependants, leav- 
ing the rest of the will intact. In re 


cent years the Judges seem to be dis- 


posed to exercise their powers more 
liberally. Only a few months ago a 
Judge did not hesitate to take the 
whole of the estate away from the 
beneficiaries to whom it was be- 
queathed by will and give it to an 
entirely different person altogether. 
-You may recall Noel Coward’s play 
“Family Album” which was presented 
here a few years ago. The theme of 
that play was the will made by the 
squire who left his estate not to the 
numerous members of his own family 
but partly to his three lady friends 
in the neighbouring village and partly 
for the erection of a church to contain 
a memorial to himself. Such a will 
would today be very susceptible of at- 
tack under Family Maintenance legis- 
lation. The same squire however 
could even today defeat the Act by dis- 
posing of his wealth to his lady friends 
in his lifetime—that is, of course, if he 
felt sufficiently confident that their 
affections would continue. Family 
Maintenance legislation does not enable 
the Court to recall property given 
away in a man’s lifetime but only 


The Australian Accountant, January, 1956. 





eat Ge «oe Gt Ge ath ae eae = 4 és 


 & >. Ow mS PAO oO fF 


= BRAFWSEEAWEEASB ASE Ss 


TRUSTS AND WILLS 


reaches out to the estate actually 
owned by him at his death. On the 
whole however it may be said that just 
as the ancient right of a husband to 
beat his wife has long since gone into 
the discard, so the right of a husband 
and father to cut off the members of 
his family with the proverbial shilling, 
while not yet entirely in the discard, 
appears at least to be well headed in 
that direction. 


The second example of the adjust- 
ment of legislation to present social 
conditions is in relation to adopted 
children. The original Adoption of 
Children Act in Victoria provided that 
an adopted child should, as regards its 
adopting parents, be treated for the 
purpose of succeeding to their estates 
as if it had been their own child. The 
Act however specifically provided that 
an adopted child did not have any 
rights as such to share in the estates 
of any relatives of the adopting 
parents. In 1953 this legislation was 
amended to provide that an adopted 
child should for all purposes be deemed 
to be on the same footing as if it had 
been born to the adopting parents. 
Before the Act was amended a bequest 
by A to his children without naming 
them would include an adopted child 
of A, but a bequest by the uncle of A 
to A’s children would not.include such 
achild. By virtue of the amending 
Act a bequest of the latter type now in- 
tudes an adopted child of A, thus re- 
cognising the modern social view that 
adoption should be adoption for all 


purposes. 


Thirdly, the Trustee Act of 1953, 
which came into force in 1954, 
ttreamlined the earlier Act with its 
amendments, and conferred somewhat 
wider powers on trustees consistent 
with modern conditions. In particular 
the new Act authorises a trustee to do 
these things:—to purchase out of the 
tust funds a dwelling house for the 
se of a beneficiary, to retain new issue 
shares once they are taken up by the 
tustee, to sell real estate on terms 
woviding for the purchase money to 
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be paid by instalments, and to insure 
the trust property against all risks 
against which it would be prudent for 
a person to insure on his own behalf. 


Fourthly the legislative provisions 
relating to Victorian probate duty 
were brought up to date and also 
streamlined in 1951. This legislation, 
amongst other things, endeavoured to 
block up various loop-holes in previous 
legislation which had been availed of 
from time to time to avoid probate 
duty. For instance it aimed at cases 
where the medium of a private com- 
pany had been used to achieve the re- 
sult of avoiding duty. A simple ex- 
ample of how this had been done is as 
follows:—X, who owns a _ business, 
transfers the business to a newly- 
formed private company in exchange 
for say 10,000 shares called “A” shares 
in the company. The articles of asso- 
ciation provide that the “A” shares are 
entitled to all the profits during the life 
of X. Another 10,000 shares called 
“B” shares are taken up by the children 
of X. Because all the net profits are, 
by virture of the articles, taken by X 
during his lifetime, the “B” shares are 
of little value during his life, but the 
articles further provide that after X’s 
death the “B” shares rank equally with 
the “A” shares or perhaps even take a 
greater share of the profits. The “A” 
shares will of course form part of the 
estate of X, but because on his death 
the special rights attaching to them 
have been demolished they will be of 
much lower value than they were in 
the hands of X during his lifetime. A 
good deal of probate duty legislation is 
in fact aimed at defeating this and like 
devices by which persons diminish 
their estates during their lifetime with 
the object of avoiding duty. 


The legislation takes into account 
the fact that many of these devices do 
not aim so much at an absolute trans- 
fer by the testator of his property in 
his lifétime, but at some method of 
disposition of his property by which 
control is retained in his hands during 
his lifetime but the property auto- 
matically passes to other persons on 
his death. As with all legislation of 
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this type one can never be sure that 
all the escape holes have been properly 
blocked up. It is possible therefore 
that if you are sufficiently ingenious 
you may still be able to think of ways 
by which you can legitimately keep 
some degree of control over your pro- 
perty during your lifetime but avoid 
probate duty on your death. You may 
be reasonably certain however of one 
thing, and that is that by the time the 
probate duty office, the estate duty of- 
fice and the income tax office have com- 
pleted their surveys of your estate, 
your chance of avoiding death duty 
other than by legitimate means will be 
very slim indeed. 


Included in the 1951 Duty Legislation 
was a provision designed to aid in en- 
suring that all the assets in estates of 
deceased persons will be brought under 
the notice of the probate duty authori- 
ties. Section 14 of the amending Act of 
1951 provides that there must not be 
any dealings with certain property of 
a deceased person such as shares, life 
policies or fixed deposits without the 
production of a certificate of the Com- 
missioner of Probate Duty (now 
known as a Section 14 Certificate) in- 
dicating that probate duty has been 
paid. Section 14 also provides that 
where any property is held in a safe 
deposit such property cannot be re- 
moved after the owner is deceased un- 
less the Commissioner certifies in writ- 
ing that the duty has been paid or that 
he consents to the removal. 
vision in effect enables the probate 
duty office on a person’s death to be- 
come aware of the contents of his safe 
deposit box. The necessity for the 
provision was described in the Official 
Memorandum on the Bill when it was 
before Parliament as follows: 

An even simpler form of evasion of duty 
occurs in these cases, for property in safe 
deposits or in safe custody usually includes 
assets transferable merely by passing from 
hand to hand, such as bearer debentures 
or bonds. This is a class of asset which 
lends itself so readily to omission from 
probate returns, that a check upon its exis- 
tence is urgently required. 

A final example of the interest of the 
legislature in keeping the law in line 
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This pro- . 


with modern conditions is furnished by 
a recent amendment dealing with the 
share which the widow takes in the es- 
tate of her intestate husband. In such 
a case, where there are no children the 
widow receives a fixed sum, in priority 
to the blood relatives of the husband, 
and half the remainder of the net es- 
tate. This fixed sum for which the 
widow has priority stood at one thou- 
sand pounds for many years but was 
recently raised by an amendment to 
five thousand pounds. 


Though the above examples point to 
the interest of the legislature in vari- 
ous matters affecting executors and 
trustees, there is one important matter 
in which the legislature has so far not 
displayed any special interest, and that 
is in regard to the investments in 
which trustees may place their trust 
funds. The present list of legally author- 
ised investments for trustees is some- 
what impressive as to length. With 
one exception however, all the invest- 
ments in the list have the common 
characteristic that they are fixed in- 
terest securities, providing for the re- 
payment of a fixed amount of capital 
on a fixed date. It is a reasonable as- 
sumption that a testator who bequeaths 
a life interest to a beneficiary thinks 
in terms of pounds, and the value of 
the life interest is diminished to the ex- 
tent that the pound is diluted in value. 
The same consideration applies in 4 
different way to companies or other 
bodies setting up superannuation or 
like funds. Inflation is a_ special 
enemy of estates and of superannua- 
tion and like funds, as was amply de 
monstrated during the post-war era. 
The prime objectives of investment of 
all trust funds are a reasonably safe 
and adequate income and proper secur- 
ity for capital. Outside the range of 
authorised trustee securities are cer- 
tain fixed return investments such as 
company debentures, unsecured notes 
and preference shares. These whet 
properly secured may fairly be said 
to comply with both investment objec- 
tives and they afford a higher income 
return than the legally authorised se 
curities. Outside these unauthorised 
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fixed return securities again is a wide 
range of ordinary shares of companies 
listed on the stock exchanges. 


The matter is too large a subject to 
be discussed in any detail here. Refer- 
ence may be made however to the 
steady development which has taken 
place in the United States in the direc- 
tion of greater investment freedom, by 
the passing of laws allowing trustees 
to include in their investment port- 
folios a proportion of fixed interest 
securities outside the trustee range, 
and a proportion also of ordinary 
shares. A recent example of the ex- 
tent to which advantage has been 
taken in the United States of legisla- 
tion permitting such a wide range of 
investments is shown in the case of a 
common trust fund, i.e., a fund com- 
posed of many trusts amounting to 
$83,000,000, of one trust corporation. 
At 30 July, 1954, the investments of 
this fund expressed as a percentage of 
the whole were as follows :— 


"24% 
13% 
12% 
51% 


100% 


Government securities 
Company debentures .. .. .. 
Preference shares 

Ordinary shares .. 


It is to be hoped that in due course 
our Legislature will take an interest in 
the matter by examining the possi- 
bility of widening the present list of 
authorised investments. Needless to 
say certain safeguards have to be pro- 
vided to prevent, for instance, such im- 
prudent conduct as the placing of trust 
funds in shares in companies engaged 
in the search for oil or uranium. 


Finally, a short reference to modern 
will-making may be of interest. A 
sample of 100 recent wills taken at 
random showed that the length of the 
werage will today is, according to this 
sample, slightly less than two foolscap 
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pages in double-space typing. The 

formal parts, that is the appointment 

of executor, etc., take up perhaps as 
much as one-third of the will, leaving 

a little over a page for the operative 

parts. If any particular tendency can 

be detected in modern wills it would 
seem to be that they are tending to be 
shorter and simpler in language. They 
also appear to contain in general fewer 
conditions imposing restrictions on 
beneficiaries, such as restrictions pre- 
venting their borrowing against their 
income or marrying in or out of a par- 
ticular religious faith. It was at one 
time also more common than it is now 
for wills to be used as a vehicle for 
the expression of the testator’s opin- 
ions of his family, his friends or his 
business associates. Such extraneous 
matter, if it is abusive or unduly of- 
fensive, may be struck out of the will 
by order of the Court. A successful 
and rather remarkable instance of the 
inclusion of such extraneous matter oc- 
cured in the case of the will of a New 

York broker which was _ probated 

earlier in this century. The will be- 

queathed the bulk of the estate to 
charity but also contained the follow- 
ing bequests :— 

TO my chauffeur I leave my cars. He has 
neariy ruined them and I want him to 
— the satisfaction of finishing the 
job. 
my valet I leave all the clothes he has 
been stealing from me for the last ten 
years. 
my partner I leave the advice that he 


take another partner immediately if he 
expects to do any business in the future. 


my son I leave the pleasure of earning 
a living. For thirty-five years he thought 
the pleasure was mine but he is mis- 
taken. 


my daughter I leave fifty thousand dol- 
lars ($50,000). She will need it. The 
only good piece of business her husband 
ever did was to marry her. 

AND finally to my wife I leave her lover 


and the knowledge that I was not the 
fool she thought I was. 





THE PEOPLE’S STATISTICS 


Gordon 


E variety and usefulness of statis- 

tics available to Australian busi- 
nessmen are probably not realised by 
most of us, for whom the urgency of 
today’s commitments and yesterday’s 
omissions is overwhelming. But we 
may well find that a fuller appreciation 
of our statistics will enable us to apply 
them to many aspects of our policy, 
where at present, our decisions are 
really dominated by guesswork— al- 
though we may call it “managerial 
sixth sense” when we turn out right, 
and “factors beyond our control” when 
we are wrong. 


Whether we are endeavouring to ap- 
praise general economic prospects on 
a world scale, in a local community or 
in a particular industry, there are 
many statistical series relevant to our 
purpose. Whether we are studying 
long term trends (such as those signi- 
ficant for judging the capacity of a 
market to absorb larger supplies over 
future years), or short term trends 
(such as would affect chances of clear- 
ing high stocks in coming months), 
statistics can help us. Whether we are 
endeavouring to apply precise meas- 
urements to the prospects of a whole 
industry, or to the prospects for our 
own firm as one small part of a large 
competitive industry, there are proper 
statistics to use. 


Proper statistics 


It is, of course, a matter of choosing 
“proper” statistics for each purpose, 
and since the purposes of readers will 
vary greatly, we cannot hope to recount 
all the purposes and apply the avail- 
able series to each one. We will, how- 
ever, indicate the extent of the material 
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available, and leave readers to see for 
themselves which series can help them 


The Commonwealth Statistician, as 
the most prolific supplier of statistics 
for Australian trade and industry, has 
recently summarised his output in a 
form convenient for anyone using the 
figures. He will undoubtedly be very 
pleased to supply any enquirers with 
the summary itself. You could refer 
to it as‘Statistics compiled by the vari 
ous Branches within the Bureau and 
main sources of information. The 
Victorian Branch has also produced 4 
circular, Recent Publications. 


Trade figures 


The Trade and Transport Branch of 
the Bureau compiles data on oversea 
trade, including some 2,800 items of 
imports and 1,500 items of exports, 
distinguishing trade with each other 
country. This is presented in a series 
of bulletins, including a monthly one, 
and the main publication is the annual 
Oversea Trade Bulletin (21s.). This 
branch also handles transport and com- 
munication series, including railways, 
tramways, aviation, motor vehicles, 
motor accidents, shipping, post office, 
radio licences, etc. 


The prices and employment material 
is produced by another branch whose 
main publication is the annual Labour 
Report (5s.). But a great deal of data 
is available in more frequent releases, 
distributed to a wide circle of business 
men and others, and through the press. 
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Primary production series are pro- 
duced by another branch of the Bureau 
in considerable variety, covering our 
major primary industries, including 


mining. These figures are also con- 
solidated in annual bulletins. 


Factory series 

Secondary industries comprise an 
extensive field in which a wealth of 
detailed data is collected and pub- 
lished. An annual factory census is 
supplemented by monthly collection of 
production information on many indi- 
vidual factory products. Not only out- 
put, but employment, value of materials 
used, and many similar series are pro- 
duced. The annual Secondary Indus- 
tries Bulletin costs 5s. 


The Finance and Taxation Branch is 
concerned with many statistics on pub- 
lic and private finance, including gov- 
ernment revenue and _ expenditure, 
bank series, life assurance business, 
co-operatives and so on. The annual 
bulletin for these is the Finance Bud- 
get (5s.). Social statistics available 
include those on unemployment and 
sickness benefits paid, education and 
similar matters. 


The important field of demography 
presents the basic information on num- 
bers of population, migration and vital 
statistics (births, deaths, etc.) which 
are so important for any thorough un- 
derstanding of a community or its 
prospects. The Demography Bulletin 
costs 7s. 6d. 


New building statistics have their 
obvious use for many of us; a growing 
mass of information on retail trade is 
becoming available and has direct ap- 
plication to studies of spending power, 
market possibilities and the relative 
growth of various limited areas; and 


The Australian Accountant, January, 1956. 


hire purchase statistics are particularly 
significant today. 

Finally, the Bureau handles the im- 
portant tasks connected with the Com- 
monwealth census and the compilation 
of national income estimates and bal- 
ance of payments statistics, which are 
so significant for appraising Australia’s 
international financial position. 


General publications 

In addition to the specialised publica- 
tions mentioned, the Year Book (10s.), 
Pocket Compendium (ls.), Quarterly 
Summary (2s. 6d.) and the Monthly 
Review of Business Statistics contain 
wide selections from many fields of 
business and trade. 


What cost? 


Altogether the Statistician serves us 
well, and provides figures to serve 
many of our business needs. The 
prices of the various publications are 
very reasonable—some are free. But 
there is an indirect cost for them all. 
The Statistician cannot give figures 
unless businessmen co-operate, and he 
cannot provide good and up-to-date fig- 
ures unless he receives good and 
prompt returns to his questionnaires 
and surveys. He has found, as a rule, 
that when survey forms are circulated 
by mail, half are returned fairly 
promptly, a mailed reminder brings in 
half the rest, another reminder half 
the rest, and so on. There is a mathe- 
matical formula for this kind of thing, 
but it tells us that there is always an 
elusive half that doesn’t turn up. To 
obtain a near-complete return would 
involve sending out twice, on average, 
for every return received. This not 
only wastes taxpayers’ money, but it 
wastes precious time, and when the re- 
sults are published, they are partly out 
of date, and therefore much less valu- 
able than if right up to the minute. 





The Australian Society of Accountants 
Biennial Lecture in the University of 
Western Australia, delivered on 2 
November, 1955. This paper is being 
published in two parts, of which the 
second and concluding part will ap- 
pear in the February issue. 


THE FORM AND FUNCTION 
OF BOARDS 


OF DIRECTORS 


R. Keith Yorston 


OME knowledge of the development 
of the predecessors of the present 
limited liability company is necessary 
in order to provide a background to the 
present study. The function of the 
board of directors of a company is 
changing in the same manner that the 
company type of organisation is evolv- 
ing to meet the needs of business. 


Development of the company 

For the purpose of this background 
it will be sufficient to indicate that “the 
ancient world did not recognise busi- 
ness associations with corporate per- 
sonality”;! business life in ancient 
times was individualistic. “Though it 
is not possible to discover instances of 
the joint-stock company in England be- 
fore the middle of the sixteenth cen- 
tury, it must, at the same time, be 
recognised that before that date there 
were tendencies which would make its 
ultimate establishment inevitable.’ 
However, long before the foundation of 
Australia joint-stock undertakings were 
established in Europe,? and in special 


1. Levy, Private their 
Control, p. 7. 

2. Scott, Joint Stock Companies to 1720, p. 1. 
The early joint-stock companies were con- 
cerned with discovery, privateering, and 
foreign trade. 

. Scott, op. cit., p. 18, refers to large part- 
nerships formed in England in the fif- 
teenth century for the working of the 
Mines Royal. Ashlev, An Introduction to 
English Economic History, p. 155, points 
out that “there was little room for the 
investment of capital in England by Eng- 
lishmen” before the fourteenth century. 
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cases attempts were made to limit the 
liability of the members of such organi- 
sations. This was generally achieved 
by the granting of a charter. 

It is unnecessary to indicate how the 
growth in trade necessitated the em- 
ployment in a business enterprise of an 
amount of capital greater than a few 
individual partners were capable of 
introducing or prepared to risk, and 
how the need for a new type of associa- 
tion became necessary. The birth of 
the company form of proprietorship has 
been well told.5 

The mutual trust and confidence 
which is an inherent element in part- 
nership is lacking in the company. This 
change in management due to the com- 
pany conception is still in process of 
evolution. So too is the function of the 
board of directors evolving. 

Before companies received recogni- 
tion by statute attempts were made to 
anticipate the modern limited liability 
company at common law. The earliest 
of those common law “companies” ap- 
pear to have been developed during the 
seventeenth century as a result of the 
increase in commerce which occurred at 
4. In 1662 the members of the East India 

Company had a species of limited liability. 
5. Scott, op. cit. 
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that time.* Such “companies” were 
termed “common law companies.” 
Those “companies” desirous of exploit- 
ing a private adventure and which were 
unable to be formed by Royal Charter 
or by special Act of Parliament were 
formed by contract at common law. 
This “common law company” was an 
unincorporated association—virtually a 
large partnership trading with a joint 
stock usually having transferable 
shares. They differed from ordinary 
partnerships in that the partners did 
not necessarily manage the “com- 
pany’s” affairs but employed managers 
to do so. Companies of this kind multi- 
plied rapidly during the wave of specu- 
lation which occurred during the first 
part of the eighteenth century, mainly 
because of the opportunities they of- 
fered small investors to participate in 
large undertakings, and because it was 
possible to reduce risk of loss by spread- 
ing liability over a wide field; but such 
companies also offered great oppor- 
tunities for fraudulent management, 
and finally the Legislature attempted to 
put a stop to “these dangerous and mis- 
chievous undertakings and projects” 
with the Bubble Act of 1719 c.18. The 
Act, however, did not prove very satis- 
factory, for it failed to make clear 
whether it was or was not legal to form 
an honest, as opposed to a fraudulent, 
company at common law. The Bubble 
Act was repealed in 1825, and com- 
panies were once more left free to be 
formed at common law. Such common 
law companies were perfectly legal.’ 





. The mediaeval practice of having sixty- 
four shares in a ship is an early type of 
joint stock association. Stacey in English 
Accountancy quotes Sir J. N. Clapham as 
suggesting “some faint beginnings of 
limited liability to the depression of 1625 
and the Civil War of 1642 when stringency 
of capital availability led to some sort of 
pooling”. (A Concise History of Britain 
from the Earliest Times to 1750.) 


1. “The clause intimating that each sub- 
Scriber is only to be liable to the extent 
of his share is not enough to make the as- 
sociation illegal; such a regulation is wholly 
hugatory, indeed, as between the company 
and strangers and can serve no purpose 
whatever, unless to give notice. In that 
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The chief practical inconvenience at- 
tending common law companies was 
that they were large fluctuating bodies, 
and persons dealing with them accord- 
ingly did not know whom to look for to 
discharge liabilities, or whom to sue. 
The difficulties of conducting a suit by 
or against a common law company were 
many. The ordinary law of partnership 
could not be applied, as partnership law 
is construed to apply to a partnership 
comprised of a few members intimately 
known to each other. In a common law 
company there may be a large number 
of members many of whom may not 
know each other. If changes had oc- 
curred in the period when a debt was 
being incurred (either by or against 
the company) separate actions would 
require to be taken for debts incurred 
whenever the membership changed. If 
the membership of the company was 
large this virtually meant that the com- 
pany was unable to sue or be sued in 
the Courts. Such, then, was the posi- 
tion of the development of the “com- 
pany” at the founding of our nation 
and of the law relating to “companies” 
which we inherited from England. 


In Australia prior to 1828 


In 1828 an Imperial Act (9 Geo. IV 
c. 83) provided that the laws in force 
within the realm of England at that 
date should be applied to New South 
Wales and Van Diemen’s Land so far 
as applicable. Prior to 1828 there did 
not exist in England any general com- 
pany statute and thus Australia did 
not directly inherit as a result of the 
Imperial Act mentioned a Companies 
Act. As already explained, prior to 





light it is not to be viewed as criminal or 
as a means of deception; for the pany 
of it may tend to inform such as deal with 


the company, and a bs of that publicity 


in the neighbourhood of parties so dealing 
might go to fix them with notice. For any 
other purpose, for the purpose of restrict- 
ing the liability of the shareholders, it 
would plainly be of no avail; and whoso- 
ever became a subscriber upon the faith of 
the restricting clause, or of the limited 
responsibility which that holds out, would 
have himself to blame, and be the victim 
of his ignorance of the known law of the 
land.” (Walburn v. Ingilby (1833) 1 My. 
& K. 62 at p. 76.) 
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1828 companies in England were formed 
by Royal Charter, by special Act of 
Parliament, or were the “common law 
companies” already referred to. As 
there was considerable commercial 
activity at this time it might be won- 
dered why there was such a delay by 
statute in recognising the need of the 
limited liability company. The causes 
of the delay appear to be:— 
(a) memories of the South Sea Bubble 
period ; 
(b) indifference of the legislature to 
new movements in commerce; and 
(c) the conservatism of the legal pro- 
fession. 


From 1828 to limited liability 

Owing to the circumstance that 
each state has its separate company 
statute it would be impossible, except 
at great length, to trace the develop- 
ment of company law in more than one 
state. For convenience New South 
Wales has been taken as the illustrative 
state. The development has been com- 
parable in all states. 


It has already been mentioned that 
the common law “companies” were 
merely large partnerships and the diffi- 
culty of creditors satisfying their 
claims against numerous members of 
the “company” led to the first statutory 
recognition of the “company” form of 
proprietorship in Australia.* The first 
act passed in Australia concerning 
“companies” was passed in New South 
Wales on 22 October, 1839 (3 Vict. No. 
21) to validate certain contracts 
“entered into by banking and other co- 
partnerships.” This act was passed to 
validate the common law company for 
doubts had arisen in the colony as to 
the legality of such associations caused 
by “divers spiritual persons” being 





8. In England the first general registration 
act was the act of 1844 (7 & 8 Vic. 
ec. 110) which although it permitted the 
registration of companies did not afford 
limited liability to the members. In 1862 
the Companies Act of that year intro- 
duced the limited liability system, and 
thus was born the vehicle of business pro- 
prietorship which within the space of a 
few years was to become the dominant 
form of ownership. 


members or shareholders in such asso. 
ciations. In 1842 (6 Vict. No. 2) 
another act was passed enabling “divers 
banking and other companies” to sue 
and be sued in the name of an Officer 
of the company. This act represented 
an advance on the position existing by 
which the various members of the 
“common law company” had to be 
sought in order to obtain the discharge 
of liabilities. In 1847 (11 Vict. No. 19) 
an act was passed “for facilitating the 
winding-up of Joint Stock Companies 
unable to meet their pecuniary engage- 
ments.” The only other statute passed 
in New South Wales before the coming 
of the principle of limited liability was 
passed on 17 July, 1848 (11 Vict. No. 
56). This act enabled joint stock com- 
panies to sue and be sued by their 
members. 


Limited liability in N.S.W. 

18 June, 1874 (about eighty years 
ago be it noted) saw companies in New 
South Wales placed on a definite statu- 
tory basis.® At the same time the limi- 
ted liability method was adopted. Tak- 
ing the New South Wales statute (37 
Vict. No. 19) as typical one finds that 
this act, except for minor alterations 
mainly in the nature of elimination of 
sections having peculiarly English ap 
plication, contains the provisions of the 
English Companies Act, 1862, 25 & 26 
Vic. c.89, and of the English amending 
act, the Companies Act, 1867, 30 & 31 


9. The first act in England (Joint-Stock 
Companies Act of 1844 (7 & 8 Vic. ¢ 
110) ) allowing companies to be formed 
independently of any governmental regu- 
lations, although not allowing for limited 
liability of members, was not adopted in 
Australia; nor was the Limited Liability 
Act of 1855 (soon replaced by the Joint 
Stock Companies Act 1856). The Com- 
panies Act 1862 was mainly a consolidat- 
ing act and this served as the model for 
the Australian states. This was followed 
in Australia by statutes in the different 
states as under: (Other earlier statutes 
in Australia had some effect on companies 
but the undermentioned Acts were & 
first in each State to place legislation m 
respect of Companies on an organi 
basis.) Queensland: Companies Act, 1863. 
Tasmania: Companies Act, 1869. Vic 
toria: Companies Statute, 1854. New 
South Wales: Companies Act, 1874. South 
Australia: Companies Act, 1864. Western 
Australia: Companies Act, 1854. 
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Vic. c.131, which acts are, by s. 2 of the 
latter act, to be construed as one. 

The Companies Act of 1874 pro- 
hibited, in a very early section, any 
association or partnership consisting of 
more than twenty persons (ten persons 
if for banking) unless registered under 
the act, and thus the formation of fur- 
ther common law companies was pro- 
hibited. Unregistered associations in 
future were to have no recognition in 
Court.° The difficulties of conducting 
business prior to the granting of limited 
liability, particularly for creditors, are 
illustrated in Oakes v. Turquand (1867) 
16 L.T.R. 808. The limited liability 
system as introduced by the 1874 act 
was stated in that case “to give effect 
to the principle of limited liability by 
setting up the company alone as that 
with which third persons could con- 
tract.” It will be noted that New South 
Wales adopted the provisions of the 
English 1862 act in 1874. In Australia 
we usually adopt, at a respectable dis- 
tance, the company law of England— 
this we do by modelling our company 
statutes on the English act. Each state 
gives its own variation of the English 
model so that we have a medley of acts 
in operation in Australia. 


Effects of limited liability 


The act of 1874 allowed private enter- 
prise the freedom to become incor- 
porated with the advantage of limited 
liability on practically its own terms. 
It may not be unprofitable to trace the 
changes which have occurred since this 
early act until the present statute, for 
they have considerable bearing on the 
activities of the board of directors. 
With the system of private enterprise 
being critically examined a résumé of 
the development of the present method 
of control of the company may provide 
a guide as to possible future control. 
Liberalism was at its zenith between 
1844 and 1862 when the foundations of 
English company law were laid, and it 
is on such foundations that our early 
acts were created. Fullest freedom in 
the formation of companies and for 
members of companies was the keynote 


10. Waller v. Gipps, 6 (N.S.W.) L.R.Eq. 123. 
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of early company legislation, conceived 
as it was in laissez-faire. Following the 
waning of liberalism and the tendency 
to restrict the individual in the public 
interest, there arose restrictions on 
those controlling companies coupled 
with an increasing degree of disclosure 
of company activities. 


The act of 1874 has little reference 
to directors or to the board of directors, 
such provisions as there were being 
contained in Table A. The number of 
directors was to be determined accord- 
ing to Table A by the subscribers to 
the Memorandum of Association and 
one interesting clause of Table A pro- 
vides that the office of director shall be 
vacated by a director—“if he holds any 
other office or place of profit under the 
company.” 


The policy of almost complete laissez- 
faire contained in the English act of 
1862, and then adopted as a model here, 
has been gradually changed. The con- 
tents and provisions concerning pros- 
pectuses inviting applications for 
shares have been materially improved 
from the investor’s viewpoint; direc- 
tors are no longer given the privilege of 
limiting their liability for wrongful acts 
by provisions in the articles of associa- 
tion; the keeping of proper books of 
account and their audit is now made 
compulsory, and generally a degree of 
disclosure of the affairs of companies is 
required which was undreamt of in 
1862. Gradual inroads have been made 
on the absolute freedom to form and 
manage companies, and the general re- 
action is now against the extreme 
liberality of the middle of the last 
century. A large proportion of the in- 
dustrial wealth of our nation has been 
transferred from individual ownership 
to ownership by companies. This trans- 
fer has vitally affected the very means 
of livelihood of investors, the employees 
of companies, and, legally, the method 
of property tenure. “The divorce of 
ownership from control consequent on 
that process almost necessarily involves 
a new form of economic organisation of 
society.” 





11. Berle and Means, The Modern Corpora- 
tion and Private Property. 
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Even the brief review given of the 
position will indicate the vast difference 
in the history of the company over the 
past 100 years and thus the part played 
by the board of directors in a typical 
company. The changes have been pro- 
found and have had considerable effect 
on the economy of our nation. The first 
change noted is the size of the indivi- 
dual business enterprise which is ac- 


Control in the corporation 

An increasing realisation exists of 
the extent to which the ownership of 
companies is being broadened to include 
investors in all walks of life, including 
the company’s own employees. This has 
important effects on the national eco- 
nomy and special implications for those 
in control of corporate enterprises. The 
tendency for more and more people to 
participate in the ownership of corpora- 











TABLE 1. 
Official List of Sydney Stock Exchange 


Investment Companies 
ay yo ht Sener eae 
Classes of Shares Officially Quoted .... . 
TI Fh oe Ewe ites 
No. of Shares Traded in on Call .... . 


May, 1939 May, 1955 
392 770 

609 1,211 
£256,242,900 £686 ,229,300 
205,408,700 1,051,461,000 


Silver-lead, Copper, Tin, Oil & Uranuim Companies 


No. on Official List .. 


Classes of Shares Officially Quoted AY is . : 


No. of Shares Traded in on Call or Post 


61 
69 


37,640,000 145,381,000 








companied by a considerable dispersion 


of the ownership of the company. 

direct result of these two factors is 
that control by owners of business 
enterprises is being less and less exer- 
cised by active participation in the func- 
tion of management and this aspect of 
ownership is being delegated to profes- 
sional and trained managers. The im- 
plication of this change is not always 
apparent to the board of directors. 


In the earlier companies there existed 
a high degree of control as the owner, 
as is often the case in small business 
units, gave personal supervision to the 
affairs of the company. The growth in 
the size of the business unit and the 
complexity of company affairs neces- 
sitated a division of activities, and 
gradually the personal supervision of 
the owner diminished. As the size of 
the business unit expands so the num- 
ber of employees in the corporate busi- 
ness increases. Management assumes 
greater responsibilities and the ques- 
tion is asked— What part does, or 
should, the board of directors play in 
this changing form of company pro- 
prietorship? 
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tions received an initial stimulus during 
the First World War which acquainted 
a large proportion of our people with 
investment securities such as govern- 
ment war loans. During World War II 
this awareness was intensified. Our 
country’s subsequent industrial growth 
and the increased incomes and savings 
of the people have enabled a large pro- 
portion of our population to become 
shareholders in corporate ventures. 
This tendency is increasing and a num- 
ber of companies in their annual re- 
ports have given, and commented on, 
the data of share and stock ownership. 
An idea of the extent of the recent 
growth of corporate investment is 
shown in Table I. 

Having demonstrated!” the widening 
distribution of corporate ownership, 8 


12. Sixth Commonwealth Institute of Accoun- 
tants Research Lecture in the University 
of Sydney. A tabulation of the share- 
holdings in a random selection of fifty 
companies showed that these companies 
had 68,362 members and 36,745 em 
ployees. A recent survey, made in July 
of this year (1955) of the twenty com- 
panies whose annual reports were deem 
of outstanding merit by the Australian 
Institute of Management Annual Report 
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fact already well known but whose sig- 
nificance (it was suggested) was not 
completely appreciated, my next step 
was to consider the method of control 
exercised in corporations.'* This led to 
a consideration of the three-fold method 
of company control, that exercised by 
(a) directors, (b) management, and 
(c) shareholders. The writer suggested 
that as our Australian companies grow 
in size “‘so do the directors become less 
powerful and the actual administrative 
control of the company tends more and 
more to pass into the hands of active 
managements.”?* It was also suggested 
“that the place of management in the 
control of corporations is increasing in 
importance and that statutory and legal 
recognition of this fact is overdue.” 
The Companies Acts are, as regards con- 
trol of the corporate venture, unrealis- 
tic. The acts assume a member is in 
effect associating with other members 
of the company in having a direct inte- 
rest in the conduct of the company’s 
affairs. If everything is going well 


with the company this is not so. In the 
majority of companies the shareholder 


in economic fact merely supplies the 
capital for the conduct of the company. 
He takes no part whatsoever in the 
conduct of the company. Any associa- 
tion of persons in the conduct of the 
affairs of the company is between the 
directors, the management and the em- 





Adjudicating Panel showed that in these 
twenty companies there were 51,000 em- 
ployees and 135,000 shareholders, i.e., 2.6 
members to each employee. According to 
a recent survey made by the First 
National City Bank of New York 
(August, 1955) the one hundred largest 
U.S. non-financial corporations have ap- 
proximately 8,570,000 shareholders (the 
Bell Telephone System alone has 
1,300,000 investors) and the employees of 
those one hundred companies total 
5,545,000. 


. A further survey made by the writer in 
July, 1958, showed that the eight largest 
companies registered in the Sydney Stock 
Exc! ange—largest in respect of paid-up 
capitals—had 134,650 members and 66,400 
employees. 


In an Australian Society of Accountants 
Research lecture in the University of 
Tasmania. 
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ployees. The legal theory ignores the 
association of management and em- 
ployees. Are not the employees just as 
much, if not more, members of the com- 
pany than are the _ shareholders? 
Management and the relationship be- 
tween management and the _ share- 
holders is a problem with which com- 
pany law, I suggest, must soon 
grapple.'"5 In the lecture referred to 
above it was pointed out that members 
control the company only “through the 
agency of the directors who in turn act 
per medium of the management.” 
Thus, it was premised, any control of 
the corporate venture the shareholders 
possessed was largely illusory. Mem- 
bers become in effect mere suppliers of 
capital, possessing little real power be- 
cause of the fact of dispersal of owner- 
ship. Often shareholders are regarded 
by directors and managements as mere 
money-lenders. Shareholders them- 
selves often by their attitude contribute 
towards this, for many shareholders 
look upon their shareholding as an 
alternative to a deposit in a savings 
bank. They do not thus regard a share- 
holding as affording any more right of 
ownership than the deposit in the sav- 
ings bank affords ownership of the 
bank. Admittedly, to many a share- 
holding in a company is a means of 
gambling,’* the possession of shares is 
short-lived, the stakes being a bonus 
issue by the company or an increase in 
the market valuation enabling a profit 





15. An interesting study of some of the 
ote raised is that of The Future of 
rivate Enterprise by George Goyder. 


16. In a recent issue of The Accountant, 
England (14 May, 1955) editorial com- 
ment on the development of the company 
form of proprietorship was as follows: 
“The passing of the Companies Act of 
1862 created an age of opportunism in the 
economic society of this country. Wits 
became a greater commercial asset than 
the capacity of honest work and large 
fortunes were made by the mentally agile 
who had persuaded themselves that their 
moral responsibilities towards their fellow 
men need go no further than their legal 
obligations. This abuse by the unscrupu- 
lous of the new principle of limited lia- 
bility inevitably brought misfortune to 
many, and the industrial history of that 
period is marred by its dismal record of 
bankruptcies and liquidations.” 
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to be realised on a sale. This gambling 
tendency will always be present but it 
is suggested it will tend to diminish as 
a greater degree of disclosure is made 
by company managements and in- 
creased knowledge of company affairs 
is acquired by the general public. The 
type of member mentioned enables 
directors to take advantage of such a 
situation, and to come to regard their 
delegated powers as personal rights, 
and shareholders become mere lenders 
of money, and sometimes nuisances at 
annual meetings, who are placated with 
vague information. 


In the present paper an attempt has 
been made to enquire into the method 
of control exercised by the directors of 
a company.’*? An enquiry has been made 





17. To illustrate, the care with which direc- 
tors must exercise their control of the 
corporate assets is shown in an investiga- 
tion into the affairs of the Savoy Hotel 
Ltd. and Berkeley Hotel Co. Ltd. Mr. 
E. Milner Holland, Q.C., was appointed 
by the Board of Trade in England after 
dealings on the Stock Exchange in 1953. 
He was asked (as explained in a paper 
by Mr. F. P. Randall before the Confer- 
ence of the Chartered Institute of Sec- 
retaries in Folkestone this year) to 
report whether or not, in his opinion, per- 
sons concerned with the management of 
these hotel companies, who had formed a 
company called Worcester Building Co. 
(London) Ltd., for the purpose of trans- 
ferring to it the freehold site of the Ber- 
keley Hotel, had committed a breach of 
duty to the two companies mentioned, or 
to their members. The directors of The 
Savoy Hotel Ltd. had taken this course 
because it appeared that there was a 
danger of the control of the company 
passing from their hands, and as a conse- 
quence, of the realisation by way of sale, 
of these assets, i.e., the Berkeley Hotel 
and other properties, the value of which 
appeared at cost in the books of the com- 
pany. The directors felt that it would be 
injurious to the company to discontinue the 
hotel business, and, therefore, the Berke- 
ley properties were transferred to a new 
company, the voting control of which was 
in the hands of three persons who were 
trustees of the Savoy Sseepeny Staff 
Superannuation and Benevolent Fund. 
The effect of this transaction was to 
piece the shareholders of the Savoy Hotel 

td. in a position whereby they would 
have no effective control of the use to 
which the Berkeley Hotel could be put. 
Mr. Holland decided that, although the 


to ascertain whether there exists any 
pattern in the method of control exer- 
cised by directors in Australian cor- 
porate ventures. It is suggested that 
if the control by the directors is not as 
effective as the framers of our com- 
pany legislation presume, then further 
evidence is available to support the 
statement that statutory recognition is 
due to the place “management” occu- 
pies in the control of companies. It is 
further suggested that it is desirable 
it should be made clear as to what is 
expected of the board of directors of a 
large public company. What do we 
want or what should we require such a 
board to do. In what manner is the 
board to direct? 


As with many other types of social 
institutions, the organisation necessary 
to carry out the objects for which a 
company is formed is divided into two 
distinct divisions. There exists the 
supervising and policy-making body 
(the board of directors) and the execu- 
tive body in charge of the carrying out 
of that policy (management). In many 
companies the distinction between the 
two divisions is “blurred” for reasons 
which will be referred to later. 


My experience is that a majority of 
directors are not aware as to when they 
are acting as directors and when as 
part of management. Many directors’ 
meetings are really management com- 
mittee meetings. During the last 
twenty-five years in Australia, and for 
a longer period overseas, more thought, 
I suggest, has been given by indus- 
trialists to “management” than to 
“direction”. In fact many directors as- 
sume the office of director without any, 
or much, knowledge of what is re- 
quired of them as directors. Few, it 
seems, are concerned with the tech- 





directors genuinely believed that what 
they did was for the benefit of the com- 
panies and of the shareholders of the 
Savoy Hotel Ltd., they had made invalid 
use of their powers of management. The 
importance of this investigation lies in 
the opinion that it is undesirable for 4 
board to be in such a position to arrange 
control of the assets as to take them, 5° 
to speak, out of reach of shareholders, 
regardless of the fact that the directors 
in their opinion may consider they are 
acting in the interests of members. 
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niques Of a board of directors. The day 
to day problems of company manage- 
ment receive a much greater share of 
attention than do the policy making 
and general oversight of the organisa- 
tion. A few authorities have, after re- 
search, put forward the main duties of 
a board of directors. J. Seymour’ 
states the main duties of a board of 
directors in this manner:— 


1. Determine the philosophy of the business, 
and ensure that it is thoroughly under- 
stood by the management and throughout 
the organization, and 


. Interpret that philosophy in relation to 
the more detailed conduct of the business 
in the form of policies, and 


. Ensure that the business is conducted by 
the management in accordance with the 
policies that have been established, so that 
the purposes of the business are achieved, 
and all the legal formalities for doing so 
are observed. 


Dr. J. C. Baker’® lists amongst the 
duties of a board the following:— 

One of the main functions of directors is to 
secure competent executives to operate a com- 
pany and to insure the continuance of able 
management. As a corollary to this, directors 
must be ready to act as a “stand-by” for 
executives if they for any reason fail. 
Directors are particularly active in case of 
near failure, receivership, or similar crises. 

Directors consider and approve the basic 
policies under which a corporation operates, 
such as the following; what products should 
be made, what facilities used, how products 
should be sold, and how financed; also price 
policies, important advertising policies, and 
other relations with consumers, distributors, 
labour and government. 

The structure and ramifications of 
most of our large public companies 
make it inevitable that the active 
leadership of the company be in the 
hands of management. The board of 
directors is unable to direct the day to 
day activities and thus provide the 
leadership which a company requires. 
The board of directors thus tends to 
become a body of advisers to manage- 
ment. The board may dictate the broad 
wlicy for the company but manage- 
ment must put that policy into opera- 
ton. Management must supply the 





18. John Seymour, Company Direction. 
1%. John C. Baker Directors and Their Func- 
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drive and initiative to forge policy into 
actual fact, management supplies the 
leadership function. The board of direc- 
tors is appointed, according to the 
philosophy of our company statutes, to 
protect the interests of the share- 
holders; yet there may be, and are, 
many other interests to protect. Is it 
the job of the directorate or of manage- 
ment to watch over these other inte- 
rests? One of the main aims of 
management is to see that the company 
earns profits, and to achieve this the 
various factors which collaborate to 
enable the earning of profits require 
consideration. Employees must be 
satisfied in order to achieve continued 
production, suppliers of materials to 
keep up the supply, the public to en- 
courage greater patronage, the govern- 
ment to permit a continuance of opera- 
tions. Management must guard the 
interests of the various groups, for cus- 
tomers can find other sources for their 
purchases, government can harass with 
regulations and can demand reports 
and documents, and the public can adopt 
a hostile attitude which hampers opera- 
tions. 

Where and how does the board of 
directors fit in with the demands of the 
various groups mentioned? Does the 
board in effect become the auditor of 
management but possess the added 
power of charting “the course” for the 
company? Is, as has been suggested, 
the board of directors an anomaly; is 
it too “far away from the company’s 
affairs to have any real knowledge of 
the company’s problems ?””° 

Before this broader aspect is exa- 
mined, some consideration is desirable 
of the composition of boards of direc- 
tors. 


Composition of boards of directors 


In the early limited liability com- 
panies directors were normally persons 
having a substantial financial interest 
in the company. This was a natural 
corollary of the fact that the company 
form of proprietorship developed from 
the partnership, in which members nor- 
mally had a considerable financial inte- 
rest. Men who had a considerable finan- 


20. P. F. Drucher, The New Society, p. 204. 
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cial interest in a company were deemed 
more likely to take a keen interest in 
the affairs of the company than those 
who had not. Such a position still pre- 
vails in the majority of private com- 
panies, although the board is generally 
reinforced with some members having 
expert knowledge such as an engineer, 
accountant, solicitor, etc. But with pub- 
lic companies, particularly those listed 
on the stock exchanges, the growth in 
the capital of the successful enterprise 
is such that few directors have a pre- 
dominant financial interest. It was sur- 
prising to the writer to find that the 
average disclosed shareholding of each 
director in a survey of the directors’ 
holdings of shares in 130 public com- 
panies was £6,500 in companies having 
average paid-up capital of £370,000. It 
is often considered desirable to have as 
members of the board of a public com- 
pany men of eminence and of known 
integrity, for often those who have de- 
veloped a company may be unknown to 
the general public. 


As yet it appears that little attempt 


has been made in this country to give 
attention to the problems inherent in 
the composition of a board of directors. 
It is suggested that the profitability of 
individual companies and the economy 
as a whole would benefit from a study 
of the desirable components of boards 
of directors. 


Some matters to determine in decid. 
ing upon the composition of a board 
are: the size of the board, the repre. 
sentation of various special interests, 
the age of its members, the desirability 
or otherwise of directors having a large 
shareholding and how best to maintain 
a “balance” among board members. 
Some ancillary matters concern methods 
of obtaining new directors and desir- 
able qualities in board members. 


One U.S. authority states that re 
search indicates that “the membership 
of a board quite commonly undergoes 
an almost complete turnover in a period 
of about 15 years.”* No statistics are 
available in Australia on this matter 
but presumably the change would be of 
a comparable period. Many Australian 
companies must thus find it necessary 
to consider the selection of one new 
director at least each two or three 
years. “This matter of the selection of 
fellow directors is one of the most im- 
portant functions of the board, and 
some knowledge of what it involves is 
pertinent to an understanding of the 
types of men likely to be found at the 
board table.”2? 





21. Copeland & Towl, The Board of Diree- 
tors and Business Management, p. 172. 


22. Copeman, Leaders of British Industry, 
p. 49. 


(To be concluded) 


The Australian Accountant, January, 1956. 





decid- 
board 
repre- 
rests, 
ability 
_ large 
intain 
nbers, 
athods 
desir- 


at re- 
ership 
>rgzoes 
period 
cs are 
natter 
be of 
ralian 
2sSary 
> new 
three 
ion of 
st im- 
, and 
ves is 
f the 
at the 


Diree- 
172. 


dustry, 








NEWS AND NOTES 








Australian Society of Accountants 


Election of Divisional Councillors and 
Auditors 

The attention of members of the Australian 
Society of Accountants is drawn to the follow- 
ing by-law regarding the election of Divisional 


Councillors and Auditors: 


“No person shall be elected to the office of 
Councillor or Auditor of a Division unless he 
shall have been nominated for such office. 
Every nomination shall be in writing signed 
by two members and the candidate and shall 
be lodged with the State Registrar of such 
Division twenty-eight days before the ordinary 
general meeting of such Division. 


“PROVIDED that a retiring member of 
the Council and a retiring Auditor shall be 
deemed to have been nominated for re-election 
at the annual general meeting at which his 
office terminates unless prior to such meeting 
he notifies the State Registrar in writing that 
he does not seek re-election.” 


The following Councillors and Auditors are 
due to retire at the next Annual Meetings of 
the Divisions as set out hereunder:— 
Victoria 

Councillors: Messrs. L. H. Dillon, A. McB. 

Fairfoul, V. L. Solomon, and E. T. Spack- 


man. 
Auditor: Mr. T. L. Coleman. 
New South Wales 
Councillors: Messrs. A. S. Deane, H. R. 
Irving, N. B. Lewis, and W. G. Middleton. 
Auditor: Mr. H. C. E. Wilton. 


Queensland 
Councillors: Messrs. J. H. Devitt, J. E. 
England, G. H. Nelson, and C. D. Wrigley. 
Auditor: Mr. L. T. N. Crawford. 


South Australia 
Councillors: Messrs. G. F. George, C. L. 
Hargrave, B. R. Macklin, and W. St. B. 
More. 
(Messrs. Macklin and More are not seek- 
ing re-election.) 
Auditor: Mr. E. H. Burgess. 
Western Australia 
Councillors: Messrs. J. E. D. Battye, R. C. 
Crowther, G. A. Gordon, and H. L. Thom- 
son. 
Auditor: Mr. C. A. Hendry. 
Tasmania 
Councillors: Messrs. J. G. Clark, H. A. Kerr, 
A. C. Wallace, and H. W. Woolley. 
Auditor: Mr. L. L. Hibbard. 


Dates of annual meetings may be ascer- 
tained from the various State Registrars. 
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VICTORIAN DIVISION 


Week-end convention 


The first week-end convention held by the 
Victorian Division was officially opened by Mr. 
H. Opperman, M.H.R., at the Clifton Springs 
Hotel on Friday, 15 November, 1955. There 
were two interstate members at the conven- 
tion, Miss K. F. Monohan (who came from 
Deniliquin, N.S.W.), and Mr. B. J. Clarke, a 
member of the Tasmanian Division, from 
Launceston. 


The general theme of the convention was 
The Accountant as an Executive, and the first 
technical session was held on the Friday night. 
Mr. R. E. Gregory, Secretary and Director, 
The Myer Emporium Ltd. presented a paper 
on Requirements for Executive Status. Mr. 
Gregory had obtained the views of a number 
of Melbourne’s leading company directors on 
what they considered to be the basic require- 
ments for advancement to executive status. 

The second technical session was held on 
Saturday morning. Mr. R. G. Baxter, of James 
Baird & Sons, was the speaker and his subject 
was Programme for Personal Development. 

The Saturday afternoon was free, but mem- 
bers took part in a number of activities. A 
golf tournament was organised, tennis was 
played, groups set out for motor tours, and 
a number of members took part in a vigorous 
walking tour. 

The Saturday evening session, Experience 
in Performing the Functions of Chief Finan- 
cial Executive, was led by three members: 
Mr. H. Harris, Chief Accountant, Foy & Gibson 
Ltd.; Mr. P. Bowyer, Secretary, Carlton 
Brewery Ltd.; and Mr. M. Evans, Accountant, 
Department of Civil Aviation; who each gave 
a short talk describing his own personal ex- 
periences. General discussion followed. 

On the Sunday morning, members were 
divided into two groups, each of which was 
taken in turn through a case study by Dr. 
H. Craig of W. D. Scott & Co. The case study 
method of discussion, which has been used for 
many years in U.S.A., was new to most mem- 
bers. Members were supplied beforehand with 
a short account of a problem in human rela- 
tions encountered in an office, and were asked 
to discuss the case from all angles and sug- 
gest a solution. All members benefited greatly 
from the exchange of views. 

So successful was the convention that Divi- 
sional Council is already planning another 
convention to take place at the Clifton Springs 
Hote] on the week-end 13-15 April, 1956. Mem- 
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bers interested may make advance bookings 
by writing to the State Registrar. 


Bowls evening 

The evening at the Brighton Bowling Club 
on 29 November, 1955, was an outstanding suc- 
cess, thirty-two members taking part in a 
competition against members of the Club. The 
Division is indebted to the Brighton Bowling 
Club for making their facilities available, and 
for the hospitality they extended to members. 


Christmas luncheon 

The Christmas luncheon was held at the 
Victoria Ltd. on 13 December, 1955, and 300 
members attended. Christmas greetings were 
exchanged and members were able to meet 
each other in a pleasant and convivial atmo- 
sphere. 


Family circle discussion 

The December discussion was on the sub- 
ject of Shares of No-Par Value, and Mr. L. C. 
Voumard, Senior Lecturer in Law at the Royal 
Melbourne Technical College, led the discus- 
sion which proved to be animated and interest- 
ing. The speaker discussed the advantages 
‘laimed for the introduction of shares of no- 
par value into Australia and examined the 
validity of the arguments put forth in sup- 
port. 


Bendigo Branch 


The Christmas meeting of the Branch was 
held at Favaloro’s Cafe, Bendigo, on 2 Decem- 
ber. Mr. H. Miskin addressed the meeting on 
the plans for accommodating 6,500 athletes 
and officials at the XVIth Olympiad in Mel- 
bourne. The Branch President, Mr. K. Doug- 
las, presided, and the meeting was attended 
by fifty members and guests. ‘ 


NEW SOUTH WALES DIVISION 
Accounting convention 

The first Canberra accounting convention ar- 
ranged by the Canberra Branch was held on 
25, 26 and 27 November. The convention was 
officially opened by the General President, Mr. 
G. E. Fitzgerald, B.A., B.Com., F.A.S.A. The 
Branch Chairman, Mr. R. C. West, F.A.S.A., 
extended a welcome to visiting and local mem- 
bers at an informa] reception at the Hotel 
Ainslie-Rex or the Friday evening. 

Technical sessions were held on Saturday 
morning and evening, and on Sunday morn- 
ing. Three papers were prepared and issued 
to members prior to the date of the conven- 
tion: Accounting for the Economy, Professor 
R. I. Downing, B.A.; Controversial Issues in 
Governmental Accounting in Australia, Pro- 
fessor Sir Alexander Fitzgerald, O.B.E., 
B.Com., F.A.S.A.; Tax Exemptions, Tax 
Evasion and Tax Avoidance, Mr. P. S 
McGovern, C.B.E. 

As the papers had been distributed, each 
author presented only a summary of his paper 
at the opening of the technical sessions, and 
members then formed groups to discuss the 
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papers in detail. The authors assisted with 
the discussion by spending some time with 
each group. The groups appointed speaken 
to report, comment and ask prepared ques. 
tions when the convention met again in 
general assembly, and the authors replied t 
the questions and comments. 


On Saturday afternoon, members inspected 
Parliament House and the Australian War 
Memorial. 

The Council appreciates the support given 
to the first Canberra week-end accounting con- 
vention by the one hundred members who at- 
tended, and extends its thanks to the authors 
of the papers and the members who acted as 
group leaders and group reporters: Messrs, 
W. R. Adams, C. M. Alders, J. S. Andersdn, 
F. J. Arkwright, A. G. Beckhouse, C. J. Berg, 
H. E. Bishop, Associate Professor R. J. Cham- 
bers, Messrs. G. E. Fitzgerald, S. Gianniotis, 
R. G. Gole, R. R. Gray, C. L. Heaton, S. G 
Herring, C. L. Hewitt, L. G. Hopkins, J. F. 
Kay, L. R. Kentwell, R. E. O’Neill, Professor 
E. Bryan Smyth, Messrs. R. K. Yorston and 
A. H. Wicks. 

The assistance given to the Branch by the 
Canberra University College in providing the 
rooms in which the technical sessions were 
conducted, was invaluable and is very much 
appreciated. 

A limited number of the three papers pre- 
sented are available at 7s. 6d. a set. 


Personal 

Mr. A. G. Moyes, A.A.S.A., has been ap 
pointed Manager cf International Business 
Machines Pty. Ltd., Victoria, as from 1 Janu- 
ary, 1956. He was previously an executive 
officer of the New South Wales Branch of that 
company. 

Mr. J. M. Greenwood, LL.B., F.A.S.A., and 
Mr. N. E. Challoner, LL.B., A.A.S.A., announce 
that they have entered into partnership and 
have commenced to practise on and from 1 
December, 1955, at Prudential Building, 39-49 
Martin Place, Sydney, under the firm name of 
Greenwood, Challoner & Co. Mr. Greenwood 
formerly practised under the firm name of 
J. M. Gedosiebed & Co. Mr. Challoner for 
some years has ‘been a partner in the firm of 
Norton & Faviell. 


QUEENSLAND DIVISION 


Townsville Branch 

To mark the conclusion of the 1955 year of 
activities, members of the Townsville B 
held a most successful fork dinner in the el 
house of the Jubilee Bowling Club, Townsville, 
on Friday, 25 November, 19565. 

The Branch Chairman, Mr. E. Wass, and 
Mrs. Wass received members and their wives. 
The official guests included Mr. D. Suthers, 
representing the legal profession; Mr. P. H. 
Gerry (Insurance Institute), and Mrs. Gerry; 
Mr. C. R. Roberts (State High School), and 
Mrs. Roberts; Mr. J. H. Woolrych (Chamber 
of Commerce) and Mrs. Woolrych; and the 
State Registrar of the Queensland Division. 
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The guest speaker for the evening was Mr. 
D. Suthers who in a most amusing manner, 
outlined his experience with accountants, and 
in more serious tone spoke of the close rela- 
tionship required between the legal profession 
and the accountancy profession, to ensure that 
clients of each were correctly informed. He 
appealed to accountants to avoid placing 
undue emphasis on the taxation aspect of a 
particular problem, when in many cases the 
solution thus arrived at involved the client in 
other difficulties. 


He commended the Townsville Branch of 
the Society for the manner in which it has 
endeavoured to advance the welfare and post- 
graduate knowledge of accountants in Towns- 
ville, and expressed his pleasure at the man- 
ner in which the Society was upholding the 
ethics of the profession. 

Mr. N. L. Vandenbergh proposed the toast of 
the Queensland Division of the Australian 
Society of Accountants and traced the estab- 
lishment of the Branch in North Queensland. 
He expressed to the Divisional Counci] the 
appreciation of members in North Queens- 
land for its assistance and guidance during 
the year. 


In responding on behalf of the Divisional 
Council, the State Registrar, Mr. J. L. Amies, 
traced the history and development of the 
accountancy profession throughout the world 
and gave examples of the manner in which the 
| Australian Society of Accountants was play- 
ing its part in Australia. He pointed out that 
it was only when members of an organisation 
took an active part in its activities that the 
organisation could be called progressive, and 
by participation in the activities of the Society 
members became better accountants and less 
likely to fall into some of the pitfalls out- 
lined by Mr. Suthers. He congratulated the 
Branch Chairman and members of the Branch 
Council on the programme they had organised 
for members during the year, and expressed 


Australasian Institute 


Special General Council meeting 

A special meeting of General Council was 
held in Melbourne on 25 November, to con- 
sider the position which has arisen concerning 
affiliation proposals with the Australian 
Society of Accountants. The adjourned Extra- 
ordinary General Meeting was arranged to be 
held at the Hotel Feaeral, Collins Street, Mel- 
bourne, on Monday, 23 January, 1956. 


The Council Meeting was attended by repre- 
sentatives from all Divisions, and a full dis- 
cussion took place on many of the Institute’s 
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the hope that the standard set would prove an 
inspiration for the future. 

The toast of the Townsville Branch of the 
Society was proposed by Mr. P. H. Gerry, 
representing the Insurance Institute, who 
spoke of the close co-operation necessary 
between accountants and insurance men on the 
many matters which affected every branch of 
commerce and industry. 

The Branch Chairman, Mr. E. Wass, re- 
sponding, expressed appreciation of the man- 
ner in which all professional and commercial 
bodies in Townsville co-operated with the 
Society and its members in the practice of 
their profession in the many branches of ac- 
countancy, be it in public practice, commer- 
cial appointments, government or _ semi- 
government affairs. He read a telegram re- 
ceived that day from the State President, Mr. 
J. H. Devitt, extending greetings to the 
Branch and good wishes for a successful even- 
ing. He expressed the opinion that, with the 
support given by Divisional Council, the 
Branch could prove of great benefit to mem- 
bers, and appealed for a continuation in the 
coming year of the same active participation 
in the Society’s affairs as had marked the 
1955 year. He made a special appeal to mem- 
bers in public practice to come forward and 
offer their services as speakers at future 
Branch meetings, to enable students of accoun- 
tancy and younger members of the Society to 
benefit by their specialised study over a long 
period and improve their skill in application. 

The evening’s programme was conducted 
under the guidance of Mr. K. R. Christensen 
to whom, for his part in the success of the 
evening’s function, a vote of thanks was car- 
ried by acclamation. 


Personal 

Mr. N. Lindley, A.A.S.A., has been ap- 
pointed to the position of Manager of the 
Cairns branch of Queensland Trustees Limited. 
He was previously Accountant at the com- 
pany’s Townsville branch. 


of Cost Accountants 


present problems. The President, Mr. C. B. 
Villiers, was in the chair. 


Honorary membership 

Genera] Council has unanimously bestowed 
honorary membership on a former Austra- 
lasian President, Mr. A. J. McLaren of West- 
ern Australia. Mr. McLaren held office in 
1929-30, and has been one of the greatest sup- 

rters of the Institute since its inception. 

e has occupied many important posts in the 
Institute and the honour bestowed by General 
Council is a fitting reward for a lifetime of 
service in cost accountancy. 





PROFESSIONAL 
NOTICES 


Rate per line, 5/-; minimum per insertion, 15/- 


AUSTRALIAN BROADCASTING 
COMMISSION. 
264 PITT STREET, SYDNEY. 

Internal Auditor.—Applications are invited 
from male British subjects for appointment 
to the position of Internal Auditor in the Head 
Office Accounts Department of the Commission 
in Sydney. 

The salary range of the position is £1,310- 
£1,478 per annum, subject to marginal in- 
creases, and the successful applicant will be 
appointed at a salary within the range accord- 
ing to experience and qualifications. Appli- 
cants should have qualified for membership of 
an Accountancy Institute, and should state age, 
academic and other qualifications, including 
brief details of previous audit experience. 

Duties.—Audit revenue from concerts, pub- 
lications, etc., payment of salaries and other 
expenditure; check stores; verify financial re- 
turns and statements, and generally review 
accounting procedures with object of recom- 
mending improvements. 

The appointment will be subject to a satis- 
factory medical examination by the Common- 
wealth Medical Officer and a probationary 
period of six months, after which the success- 
ful applicant will be required to contribute to 
the Superannuation Fund or Provident Ac- 
count. 

Applications should be addressed to the 
Chief Personnel Officer, G.P.O. Box 487, Syd- 
ney, to reach him not later than 2.30 p.m. on 
Friday, 3 February, 1956. 


ACCOUNTANCY PRACTICE in progressive 
Northern N.S.W. coastal town for sale. Gross 
fees £2,200 and capable of substantial expan- 
sion. No other resident accountant. Finance 
arranged for suitable purchaser. Apply for 
further details to Box No. 419, c/o Australian 
Society of Accountants, 37 Queen St., Mel- 
bourne. 


PHOTOSTATS 


Quick, Accurate, Economical 
Copies of Charts, Deeds, Tax 
Forms, Contracts, Wills, etc. 











COPYING COMPANY 


BW 5603. * 26 Martin Place, SYDNEY. 


ACCOUNTANCY PRACTICE or part 4 
small number of clients wanted Sydney 
nearby. LU 2526, FA 2302, FA 2759, JA 83 


ASSOCIATE, Tax Agent, L.C.A., wishes 
purchase practice or partnership therein, Hi 
own suburban professional rooms. Reply 
417, c/- Australian Society of Accountan 
37 Queen Street, Melbourne. 


ASSOCIATE in public practice has 
available to assist other practitioners. Re 
No. 418, c/- Australian Society of Accountani 
37 Queen Street, Melbourne. 


PRACTICE REQUIRED — In or ne 
Melbourne or Adelaide. Will consider partn 
ship. Reply No. 205, c/- Australian Society 
Accountants, 5 Bligh Street, Sydney. 


PUBLIC ACCOUNTANT AND T 
AGENT desires partnership established 
countancy practice, Brisbane area. 
“Advertiser”, c/- Australian Society 
Accountants, Box 457F, G.P.O., Brisbane. 


PARTNER REQUIRED accountancy + 
tice, large Queensland town. Aged 30-40. 

be qualified and registered tax agent. Ingoi 
approximately £1250. Replies to “Qualified” 
c/- Australian Society of Accountants, 
Queen Street, Melbourne. 





FOR SALE 


Burroughs Automatic 
Statement and Ledger Book-keeping 7 
Machine, with analysed balances. Good 
order and condition. Price, £300/-/-. 
Installation, servicing and instruction 
can be arranged, Adelaide. Apply Henry 
Berry & Co. (A’sia) Ltd., Adelaide. 


Front Feed | 








Agents throughout Commonwealth and New 
York. 


Zealand. Also in London and New 


Cable & Telegraphic 1 tyme 
“JEFFSTOCK,” MEL 


Telephone: MU 9171 (3 ~#) 


Eric R. Jeffery 


Member of the Stock Exchange of Melbourne 
Stock Exchange Buildings (Basement) 
422-426 Little Collins Street, Melb., C1. 
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